MAHARANA BHUPAL 


COLLEGE, 

UDAIPUR. 


Class IVo- 
Book ]\~o 


HISTORY OF INDIAN 
CURRENCY & BANKING 


BY 

B. R. AMBEDKAR 

Somebme Professor of Political Economy at the Syden- 
ham College of Commerce and Economics, Bombay. 


THACKER AND COMPANY LTD. 

BOMBAY 



HEST PtTBUSHED 1947 
BY THACKER AIID COI4PANY, LIMITED. 


DEDICA.TED 

TO the memory of 
MY 

FATHER ‘A^ro MOTHER 

XS A TOKEN OF JlY ABIDING GRATITHDE FOR THE 
SACRIFICES they MADE AND THE ENLIGHTENMENT 
THEY SHOEXD IN THE MATTER OF MY EDVCATION. 


FUEUSHED BY C. lOTBPHY TOR 
HACKER AND COMPANY. LIKITED. RAMPART ROW, EOliBAY 
' AND PRINTED RP 

[lEWUE N. B. lOSTRY AT VAKIL .AND SONS. LTD., PaniTERS. 
BALLARD ESrATE, BOMBAY. 



■HISTORY OF INDIAN 
CURRENCY &. BANKING 



CONTENTS 


CHAP. 

PREFACE TO THE SECOND IMPRESSION 

AUTHOR'S PREFACE 

FOREWORD BY PROFESSOR EDWIN CANNAN . 

I From A Double Standard to a Silver Standard 
11 The Silver Standard and the Dislocation or its Parity 
III * The Silver Standard and the Evils or its Instability 

IV Towards A Gold Standard . . . . , 

V From a Gold Standard to a Gold Exchange Standard 

VI Stability of the Exchange Standard 
VII AKetdrnto the Gold Standard 


PAGE 
. Ill 

. V 

. IX 

1 

82 

. 110 
V . 152 

. 167 

. 231 


L 


'46 



PREFACE TO THE FIRST EDITION 


In the following pages I have attempted an exposition of the 
events leading to the establishment of the exchange standard and 
an examination of its theoretical basis. 

In endeavouring to treat the historical side of the matter, I 
have carefully avoided repeating what has already been said by 
others. For instance, in treating of the actual working of die 
exchange standard, I have contented, myself with a general 
treatment just sufficiently detailed to enable the reader to follow 
die criticism I have offered. If more details arc desired they 
arc given in all their amplitude in other treatises. To have 
reproduced them would have been a work of supererogation ; 
besides it would have only obscured die general trend of my 
argument. But in other respects, I have been obliged to take a 
wider historical sweep dian has been done by other writers. The 
existing treatises on Indian currency do not give any idea, at least 
an adequate idea, of the circumstances which led to the reforms 
of 1893. I diink that a treatment of the early history is quite essen- 
tial to furnish the reader with a perspective in order to enable 
him to judge for himself the issues involved in the currency 
crisis and also of the solutions offered. In view of this, I have 
gone into that most neglected period of Indian currency extend- 
ing from 1800 to 1893. Not only have other writers begun 
abruptly the story of the exchange standard, but tlicy have 
popularized the notion that die exchange standard is the standard 
originally contemplated by tlie Government of India. I find 
that this is a gross error. Indeed, the most interesting point about 
Indian currency is the way in which the golcLstandard came to 
be transformed into a gold exchange standard. -Some old, but 
by now forgotten, facts had therefore, to be recounted to expose 
this error. 

On the theoretical side, there is no book but that of Professor ' 
Keynes which makes any attempt to e.xamine its scientific basis. 
But the conclusions he has arrived at are in sharp conflict with 
those of mine. Our differences extend to almost every proposi- 
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tion he has advanced -ia favour of, the exchange, standard. This 
difference proceeds from the fundamental fact,- which' seerns to 
be quite overlooked by Professor Keynes,, dial - nothing, wil 
stabilize the rupee unless we stabilize , its general' purchasing 
power. That the exchange standard does not do. That standard 
concerns itself only with symptoms and does hot -go to the 
disease : indeed, on my showing, if anything, it aggravates the 
disease. - , ' . 

When I come to die remedy, 1 again find myself in conflict 
with the majority of those \vho like myself arc opposed to- the . 
exchange standard. It is said that the best way to stabilize,- the 
rupee is to provide for effective convertibility' into gold. I- do 
not deny that this is one way of doing it. But, I think, a far 
better way would be to have an inconvertible rupee wdth a' fixed 
limit of' issue. Indeed, if I had any say in the matter, T would 
propose that lire Government of India should- melt the rupees, 
sell them as bullion and use the. proceeds, for revenue purposes 
and fill the void by an inconvertible paper. - But that, may. be 
too radical a proposal, and I do not therefore press for it, although 
I regard it as essentially sound. In any case, the vital point is-to 
close the Mints,, not merely to the public, as they .have beexi, but 
to the Government as well. Once that is done, l A’.enture to' say - 
that the; Indian currency, based- bn gold as legal tender xvith a 
■ rupee currency -fixed in issue, will conform , to the principles . 
embodied in the English currency systeni. ■' 


, It- will be noticed that I do not propose to go back to the 
recommendations of the Eowler Committee. All those, who have 
regretted the transformation of the Indian currency from a gold 
standard to a, gold exchange standard, have held that' everything 
would have been all fight if the Government had carried out 
in toto the 'recommendations of that Cornmittee. I do not share' 
;that view.' On the odier liand, I find that the Indian currency 
.underwent that transformation because the Government carried 
■ out those recommendations. While some people regard that 
- Report as classical for its syisdora, 1 regard it as classical for its 
nonsense. Fori find th.at u was diis Committee which e 
-recommending a gold standard, also recommended a^d 

thereby perpettiatcd the folly of the Hersrhell r • °- 

that Govprnmi’nt • nerschell .Committee, 

that Cos eminent should com rupees on its myn- . account 
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a'ccortting to that most naive of currency principles, the 
requirements of the public, without realizing tliat tlie latter 
recommendation was ' destructive of the former. Indeed, as I 
argue, the principles of tl\e Fowler Committee must be given 

if we are to place the Indian currency on a stable basis. 

< 

I am conscious of the somewhat lengthy discussions on 
currency principles 'into which 1 have entci-cd in treating the 
subject. My justification of this procedure is twofold. First of 
all, as I have differed so widely from other writers on Indian 
currency, I have deemed it necessary to substantiate niy view- 
point, even at the cost of being charged with over-elaboration. 
But it is my second justification, which affords me a greater 
c.vcuse. It consists in the fact that I have written primarily for 
the benefit of the Indian public, and as tljeir grasp of currency 
principles docs not seem to be as good as one would wish it 
to be, an over-statement.' it will be agreed, is better than an 
under-statement of the' argument on which I have based my 
conclusions. 

Up to 1913, the Gold Exchange Standard was not the avowed 
goal of the Government of India in the matter of Indian Cur- 
rency, and although the Chamberlain Commission appointed in 
that year had reported in favour of its continuance, the Govern- 
ment of India had promised not to carry its recommendations 
into practice till the war was over and an opportunity had been 
givcir to the public to criticize them. When, howes'er, die 
Excliange Standard was shaken to its foundations during the 
late war, the Government of India went back on its word and 
restricted, notwithstanding repeated' protests, the terms of 
reference to the Smith Committee to recommending such 
measures as were calculated to ensure the stability of the 
Exchange Standard, as, though that standard had been accepted 
as the last word in the matter of Indian Currency. Now that 
.the lueasures of the Smith - Committee have not ensured thc) 
stability of the Exchange Standard, it is given to understand that 
the Government, as well as the public, desire to place the Indian 
Currency System on a sounder footing. My object in publish- 
ing this study at this juncture is to suggest a basis for the 
consummation of this purpose. 

vii 
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I cannot conclude this preface, without 'acknowledging raj' 
deep sense of gratitude to my teacher. Prof. Edwin Cannan> of ; 
the University of London (School of Economics); His sympathy 
towards me and his keen interest in -my undertaking have placed; 
me under obligations which I can' never repay. I feel .happy • 
to be able to say that this work has undergone close supervision at/ 
his hands, and although he is in no way responsible - for the';; 
views I have expressed, I can say that his- severe examination 
of my theoretic discussions has saved me from many 'an error. 
To Professor Wadia, of. Wilson College, I am’ thankful; for 
cheerfully undertaking the dry task of correcting the proofs. , 
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By Professor Edwin Cannan 

I am glad that Mr. Ambcdkar has given me the opportunity 
of saying a few words about his book. ^ 

'As he is aware, I disagree with a good deal of his criticism. 
In 1893, I was one of the few economists, who believed that tKc 
rupee coiild be kept at a fixed ratio with gold by tlic method 
tlien proposed, and I did not fall away from tlie faith when 
some ‘years elapsed without the desired fruit appearing (see 
'Economic Review, July 1898, pp. 400 — 403). I do not share 
Mr. Ambedkar’s hostility to the system, nor accept most of his 
arguments against it and its advocates. But he hits some nails 
very squarely on the head, and even when I have diought him 
quite wrong, I have found a stimulating freshness in his views 
and reasons. An old teacher like myself learns to tolerate the 
vagaries of originality', even when they resist “ severe examina- 
tion ” such as that of which Mr. Ambcdkar speaks. 

In his practical conclusion, I am inclined to tliink, he is 
right. The single advantage, offered to a country by the 
adoption of the gold-exchange system instead of the simple gold 
standard, is that it is cheaper, in thc^sense of requiring a little 
less value in the shape of metallic currency than the gold 
standard. But all. that can be saved in this way is a trifling 
amount, almost infinitesimal^ beside the advantage of having a 
currency more difficult for administrators and legislators to 
tamper witli. The recerit experience both of belligerents and 
neutrals certainly shows that die simple gold standard, as we 
understood it before die war, is not fool-proof; but it is far 
nearer being fool-proof and knave-proof dian the gold-exchange 
standard. The percentage of administrators, and legislators who 
imderstand the gold standard is painfully small, but it is and is 
likely to remain ten or twenty times as great as die percentage 
which understands the gold-exchange system. The possibility 
of a gold-exchange system being perverted to suit some corrupt 
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purpose is very considerably greater tlian the possibility oi tlic 
simple gold standard being so perverted. 

The plan for tlie adoption of which Mr. Ambedkar 
namely that all further enlargement of the rupee issue should 
be permanently prohibited, and that the mints should be open , 
at a fixed price to importers or otlier sellers of gold, so tliat in 
course of time India would have, in addition to the fixed stock 
of rupees, a currency of meltable and exportable gold com^ 
follows European precedents. In eighteentlr-century England 
the gold standard introduced itself because the legislature allow- 
ed the ratio to remain unfavourable to the courage of silver 
in ninctccnth-ccntury France and other countries it came m 
because the legislatures definitely closed die mints to silver, when 
the ratio was favourable to the coinage of silver. The conti- 
nuance of a mass of full legal tender silver coins beside the gold 
would be nothing novel in principle, as die same diuig, though 
on a somewhat smaller scale, took place in France, Germany, 
and the United States. 


It is alleged sometimes that India does not want gold coins 
J. feel considerable dilficulty in believing that gold coins ot 
suitable size would not be convenient in a country with the 
climate and other circumstances of India. The allegation is 
Suspiciously like tlie old allegation that the “ Englishman prefers 
gold coins to paper,” which had no other foundation than the 
fact that the (aw prohibited the issue of notes for less than >^5 
ui England and Wales, wlulc in Scotland, Ireland, and almost 
ail other English-speaking countries, notes for /I or less were 
allowed and circulated freely. It seems much more likely that 
silver owes its position in India to the decision, which the Com- 
pany made before the system of standard gold and token silver 
W.SS accidentally cvohcxl in in England, and long before 
rt was understood, and that the position has been maintained, 
not because Indians dislike gold, out because Europeans like it 
so wCil that they cannot bear to part with any of g. 

j to allow gold to go to the East is not only 

Jrp'rahk fmm an ethical point of view. It is also contrary to 
.he economic interest not only of the svorld at large, but even 
of the cotmtnes, whwh had a gold standard before fhe war and 

X 
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- have it still or expect soo'ii to’restorc it. In the immediate futurCj^* 
gold , is not a commodity, the 'nse' bf which it' is desirable for/ 
these couritric's either- to' restrict of ' to economize. From the 

■ closing years of last' century it has , been produced in quantities 
much too large 'to. enable it to retain its purchasing power and 

- thus he" a 'stable^ standard . of lvalue,- unless it can constantly be 
• 'findihg existing -holdefs/willing to .-hold larger stocks, or fresh 

holders .to hold new stocks of it. Before the war, die accumula- 
^ tion of -hoards by, various central banks in Europe took off a 
large part of the- new supplies and prevented the actual rise of 
general price's being any dung like what it would otherwise: have 
' been, diouglr:if was serious enough. Since the war, the Federal 
Reserve Board, supported by all Americans who do' not wish 
-to see a rise ,.of prices, ha’s taken on the new “’White Man’s , 
Burden ’’ -of absorbing the products of the gold 'mines, but jus't; 
as die United States failed to keep up the value of silver by 
-purchasing it, so -she will eventually fml to keep up die value of 
gold. In; spite of the opinion of some high authorities, it is not 
at all likely . that a renewed demand for gold reserves by the ' 
. central banks of . Europe will Cothe to her assistance. Experience 
must 'gradually ’be teaching even .the ’ densest of financiers thatfi 

- - the value of paper currencies is not kept up by' storifes .of " cover ’ij 

or “ backing ’’ locked up in cellars, but by due limitation of-thc! 
..supply -of the paper. With proper limitation, enforced , by| 
absolute, convertibility into gold, coin which may be freely* 
melted or exported, it has been proyed .by theory- and experienccx 
■that small holdings of gold are perfectly, sufficient to meet all 
internal and international demands. .There is r’eally more chance 
of a great demand from '-individuals than from ..the banks'. 'It 
is conceivable that the people of sonic of the countries, wliich 
have reduced their ' paper currency to a 'laughing, stock, may 
refuse all paper'bnd insist on havin'g gold coins. But, it seems 
..more probable diat they will' be pleased, enough 'to get better. 

' paper than they, have recently been 'accustomed -to,' and will not 
ask for hard coin with sufficient insistence to 'get it. On the 
whole, it . seems fairly, certain that the demand .of Europe and- 
European-colonized' lands for ■ gold .Avill' be less rather .than' 
. greater than before the, war, arid that it 'will increase very sipvviy 
. ' .or not -at all. - - . ■ 
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Thus, on the whole, there is reason to fear a fall in the value 
of gold and a rise of general prices rather than the- contrary'. 

One obvious remedy would be to restrict tltc production of 
gold by international agreement, thus conserving the'' worlds 
resources in mineral for future generations. Another is to set 
up an international commission to issue an international paper 
currency' so regulated in amoimt as to preserve an approximately 
stable value. Excellent suggestions for. the professor’s classroom, 
but not, at present at any rate hbr probably for some considerable' 
'-.period of time, practical politics. • ' ; 

A much more practical way out of the difficulty is to be 
found in the introduction of gold currency into the East. If the 
East will take a large part of the , production of gold in the 
■ coming years, it will tide ’us over the period which must elapse . 
before the mast proliHc of the existing sources are worked out. 
After diat we may be able to carry on without change pt we may 
have reached the possibility of some better arrangement. - . . - 

This argument will not appeal to those who can think' of 
nothing but the extra profits which can Be acquired during a 
rise of prices, but I hope it will to those who have some feeling . 
: for the great ■ majority of the population, who ; suffer frorh these" 
' extra ^d wholly .unearned profits . being extracted’ from them. 
Stability is best in the long fun, for the' community. 

EDWIN CANNAN. 



CHAPTER I 


FROM A DOUBLE STANDARD TO A SUJVER 
STANDARD. 

Trade is an important apparatus in a society, phased on 
private property and pursuit of individual gain ; without it|; 
it would be difficult for its members to distribute die specialized^' 
products of dieir labour. Surely a lottery or an administrative 
device would be incompatible with its nature. Indeed, if it is to 
preserve its character, the only mode for the necessary distribu- 
tion of the products of separate industry is that of private trading. 
But a trading society is unavoidably a pecuniary society, a society 
which of necessity carries on its transactions in terms of money. 
In fact, the distribution is not primarily an exchange of products 
against products, but products against money.' 'In such* a society, 
money therefore necessarily becomes the pivot on which every- 
thing revolves. rWitli money as die focusing-point of all human 
efforts, interests, desires, and ambitions, a trading society is' 
bound to function in a regime of price, where successes andV 
failures arc results of nice calculations of price-outlay as' 
against price-product. 

Economists have no doubt insisted that “ there cannot ' 
be intrinsically a more significant* thing dian money,’* ^ which 
at best is only “ a great wheel by means of which ever}' individual 
in society has his subsistence, conveniences and amusements 
regularly distributed to him <in their proper proportions." 
Whether or not money values are the definitive terms of economic 
endeavour may well be open to discussion.* But this much is 


• Cf W. C Mitchell, "The Rationaliu oE Economic Activit>,” Journnl of 
Poltftcal Economy, 1910, Vol. XVIII. pp. 97 and 197; also "The Role of Money 
in Economic Theorj,” by the tame, in the Amentan Economic Remeio (Supplement), 
Vol. VI, No. 1, March 1916. “ 
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certain, -that without the use' , of money this- “ distribution ’ of ■ 
subsistence, conveniences and amusements,” far from being a 
matter of course, will be distressingly hampered, if hot altogether 
suspended. How can this tracing of products take place witho ut 
money ?, The dithcultics ot barter have ever formed* an urifamng- 
■fE^^vith all economists, including those who have insihed 
tliat money is . only a cloak. Money is not only necessary, to . 
facilitate trade hy obviating die difficulties of barter, but is; also, 
necessary to sustain production by permitdng specialization. For, 
who would care to specialize if he could not trade his products 
for those of others which he wanted ? Trade is the handmaid- 
of production, and where die former cannot flourish the latter- 
.must languish... It, is dierefore - evident . that if a trading society 
is not to.be our of "gear and is -not to, forego die measureless' 
; advantages of its automatic -adjustments in die great giye^ahd'; 
’.take of specialized industry,' it must provide itself widra"sound 
'system .of money* - - 


. .At the close of the Moghul Emp'irc, India, judged by the’ 
standards of the time, was economically an advanced country. , 
Her trade was large, her . banking mstitutions .were - wHl 
developed, and credit played an appreciable part in her- transac- 
tions. .But a medium of exchange - Md. a comrnon. standard 
of value -were among, others the .-most 'supreme desiderata in 
the economy , of. -the Indian .people when .they came, in the 
middle of the eighteenth century, under the sway of the British. 

. Before die occurrence of this event, the money of India consisted 
,o£ both gold \ and silYcr. .Under the Hindu emperors the 
‘.emphasis was.laid on gold, while under the Mussalmans silver 
Torrtied .a large part of the circulating medium.t Since the* time' 
of Akhar, 4e founder of th^economic sj^cm of the Moghul 
Empire m India, the umfs~o1 currency had been the gold-TOo/n/r - 
^d.thc silver Both corns, the molmr and the rupee were 

Identical in weight, i.e.. 175 grs. troyt and were 'suppo^d S' 
have been pmed without any alloy, oi at least intended to be 


*For die whole of this discuision, cf. H. I Dareiirv.rt TJ, r 

(1913), Chapten II a.od HI ’ , 

Eoh^rt Chalmers, „/ CotoorVrf Currency. 1S93. pp. 336. 340. •. 
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so.” * Bui whether ilicy consiiluicd a single standard of value 
or not is a matter of some douht. It is believed that the mohur 
and die rupee, which at the time were tlie common measure 
of value, circulated without any fixed ratio of 'cxcfiange between 
them. The standard, therefore, \v.as more of the nature of what 
Jevons called a par^l^s|anda?dl tjian a double standard.! 
Tiiat this want'orTaSo could not Jtavc worked without some 
detriment in practice is obvious. But it must be noted that 
there existed an alleviating circumstance in the curious contri- 
vance by which the mohur and the rupee, tliough unrelated to 
each other, bore a fixed ratio to die daw, the copper coin of 
the Empire.§ So that' it is permissible to liold that, as a con- 
sequence of being fixed to tiic same tiling, the two, the mohur 
and the rupee, circulated at a fixed ratio. 

. In Soudicrn India, to which part the influence of the 
Moghuls had not extended, silver .as a part of the currency 
system was quite unknown. The pagoda, die gold coin of the 
ancient Hindu kings, was the standard of' value and, also the’ 
medium of exchange, and continued to be so till the time of 
the East India Company. 

The' right of coinage, which tlic Moghuls always held as 

hiter jura Majestatis^\ be it said to their credit, was exercised with 


•Dr. P. Kelly The UniieU'it Camkrt, 1611, p. 115. 

■} Money nnd Mechantsm of Exchange (1890), p, 95. 

:j;Dr. P. Kelly'i U they clrajlaird at iheir markel raho doe, cii ) 

On the other hand. Sir R. Temple says: “In ancient and medutctal India the relatite 
silue of the coins of' each “metal tt-as fited by the State, and all were legal tender 
virtually without any formal limitation 'V ("General Monetary Practice in Ind'ia," ' 
loticnal of the Instiiutr of Bnn^etj, Vol II, p S06) On another occasion he said: ‘ 
"The earliest Hindu currency s\as in gold with a single standard, The Mohamme- 
dans introduced silver, and m later times up to British role there svas a double 
standard, gold and silier" (i/urf., S'ol. XV, p. 9), In comra«t to this it may be 
noted that the Preamble to Currency Regulation XXXV of 1'93 and other Currency 
Regulations of early date mal.e it a point to emphasize that undcrl pre British regime 
there was no fixed ratio beivyeen the mohur and the rupee. ^ 

5 Cf. Prof., S. V. Venkatesivara, on "hfoghul Currency and Coinage" in the 
Tndtan Jaurncl of 'teemomiei, July, 1918, p. 169r and F, Atkinson, T^e tnitan 
Cutreney Question (1894), p. 1. ' ^ 

H Akcording to the Mohamniedan historian, Khafi Khan, it enraged the Emperor 
Aurangreb when the East India Company in 16S4 coined some rupees ar Bombaj " with .• 
the name of their impure king" {Imperial Gazetteer of India. Vol. IV, p. 515). 
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‘ due sense of responsibility. Never did the Moghul Emperors 
stoop to debase their coinage. Making allowance for the 
imperfect technology of coinage, the coins issued from the 
various- Mints, situated even in the most distant parts of their 
Empire’*, did not materially deviate from the standard. The 
table below of the assays of the Moghul rupe« shows how 
the coinage throughout the period of the Empire adhered to 
the standard weight of 175 grs. pure.! 


JIame of the Rupee. 

f 

Weight • 
m pure ' 
Grs 

Xame of the Rupee. 

' 

f 

Weight 
in pure 
Grs. 

1 

Akhari of Lahore • ’ 


Delhi Soiiat . 

175.0 

„ of Agra . 

174.0 

„ ’ Alamgir 

175.0 

Jehangiri of Agra . 

174.6 

Old Surat 

174.0 

„ of Allahabad . 

173.6 

Murshedabad 

175.9 

„ of Kandhar . 

173. 9 

Persian Rupee of 1745 . 

174,5 

Shehajehani of Agra 


Old Dacca . 

173.3 

,, of Ahama- 


Muhamadshai 

170.0 

dabad 

174.2 

Ahmadshai . 

172.8 

,1 of Delhi 

174.2 

Shaha Alam (1772) 

175.8 

„ of Delhi 

175.0 



„ of Lahore . 

174.0 


> 


So long as the Empire retained unabated sway, there was 
advantage rather tlian danger in the plurality of Mints, for they 
were so many branches of a single department governed by a 
single authority. But with the disruption of the Moghul Empire 
into separate kingdoms these branches of the Imperial Mint 
located at different centres became independent factories for 
purposes of coinage. In the general scramble for independence 
which followed the fall of the Empire, the right to coinage, as 


•It U listed in the Impend Gazetteer of India (Vo! IV, p 5H), thst in the 
esrly days o{ the Moghul rule, there was only one Mint-at' Delhi-uhidi struck the 
Imptnal coins. The Emperor Sher Sha ivas the first to mtroduce a plurality of Mmts 
coma^ pu^se^a precncc continued and extended by the later emperors until 
the reigns of Akbar and Bahadur Shah U the Mmts numbered about 200. 
i- the Eart India Mora! and Matenal Propreti Report for 1872-73 it is clear that 
.. every Mint was open to the comage of all three metals, gold, silver and copper: 
*at »me Mmu coined only gold, others silver, and the rest copper, (sr/ Report, 


fPrintep, ], op. ciU p. 18, 
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one of the most unmistakable insignia of sovereignty, became 
the right most cherished by the political adventurers of the time. 
It was also the last privilege to which the falling dynasties clung, 
and was also the first to which the adventurers rising to power 
aspired. The result was that the riglit, which was at one time 
so religiously exercised, came to he most wantonly abused. 
Everywhere the Klints were kept in full swing, and soon the 
country was filled with diverse coins which, while dtey pro^ 
claimed the incessant rise and fall of dynasties, also presented 
bewildering media of excliangc. If these raoney-mongering 
sovereigns had kept up tltcir issues to the original standard of 
the Moghul Emperors, the multiplicity of coins of the same 
denomination would not have been a matter of much concern. 
But they seemed to have held that as die money used by their 
subjects was made by them, they could do what they liked 
with tlieir own, and proceeded to debase tlicir coinage to the 
extent each chose without altering the denominations. Given 
the different degrees of debasement, the currency necessarily 
lost its primary quality of general and ready acceptability. 

The evils consequent upon such a situation may well be 
imagined. When the contents of -the coins belied the value 
indicated by their denomination diey became mere merchandise, 
and there was no more a currency by rale to act as a ready 
means of exchange. The bullion value of each coin had to be 
ascertained before it could be accepted as a final discharge of 
obligations,* The opportunity' for defrauding the poor and the 
ignorant thus provided could not have been less t than that 

* It was this necessit}' for ascertaining the trae bullion value of the debased coins 
which gave rise to that class of moneychangers known as Shroffs, who specialized 
in the business of evaluating the coins at their proper discount from the standard 
purit) by means of the dates and other chantcterisiics engraved upon tlicm. 

t It is stated that Dr. Roxburgh, who was an eye-witness, was » much impressed 
by the sufferings of the poor owing to tlic bad stale of the, currency that he urged 
upon A. Dalrjmplc, in a letter dated June 30, 1791, to give prominence to the evils 
by inserting a paper in his Oriental Repertoiy (2 voU , London, 1808), ‘‘on the 
current coin in circulation over the Company’s Territories w'hich might be produc- 
'ilve of the most solid and lasting advantage to the Governing and die Governed,’’ 
and added, "You may be able to correct the evil, by which )ou will certainly go to 
heaven, if the prayers of the poor avail, and I may get a step nearer paradise.” Observa- 
tions on the Copper Coinage tvansed in the Ctrears, by A. Dalrymple, iondon, 179“!, 
p. L - 
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known to have obtained in England before the great re-coinage 
of 1696. This constant weighing, valuing, and assaying Ae 
bullion contents of coins svas, however, only one aspect in which 
the evils of the situation made themselves felt. They also 
presented another formidable aspect. With the vanishing of 
the Empire there ceased to be such a thing as an Imperial le^l 
tender current all through India. In its place tltere grew up 
local tenders, current only within the different principalities 
into which the Empire was broken up. Under such circum-, 
stances exchange was not liquidated by obtaining in return for 
wares the requisite bullion value from the coins tendered, in' 
payment. Traders had to be certain that the coins were also 
legal tender of their domicile. The Preamble to the Bengal 
Currency Regulaiion XXXV, of 1793, is illuminating oh this 
point. It says ; — ' - 

“The principal districts in Bengal, Behar and Orissa, have 
each a distinct silver currency . . . which arc tlte standard 

measure of value in all transactions In the districts in which 
diey respectively circulate. 


* # «• , 

“In consequence of the Ryots being required to -pay their 
rent in a particular sort ' of rupee they of ‘ course demanded ' it 
from m.inufacturers in payment of their grain, or raw materials; 
whilst the .manufacturers, actuated by 'sirnLlar- principles with 
, the Ryots, required - the same species of rupee from the traders 
who came' to purchase their cloth or their commodities. 


“The - various . sons of old rupees, accordingly, soon became 
the' established currency of particular districts, and as a necessary 
cditscqucnce the value of each nipee was enhanced in the districl 
ia which it was current, for licing in demand for all transactions 
■ As a further, consemiencc, every sort of mpee brought into the 
district svas reiecy-'d from being a different measure of value 
from that by which inc inhabitants lud become accustomed to 
estiinate tbeir property or. if ,t was received, a discount wS 
’h «lHal to what die receiver would have b*eE 
^ chuged lo.p.ty uf^n cschangmg it at die house of a 

the rvipte ciment m the distri« or tr. ..ti.-,,, i- snrorr roi 

ir,s A iSn'kaS 
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, * , "From this rejection of tire coin current in one district when 

tcn<3ercd in payment in another,, the merchants and traders, and 
the ' proprietors and cultivators ofi land in different parts of the 
’country, are , subjected in' their, .commercial dealings with each 
' other to the same losses by exchange, and all other inconveniences 
th« would necessarily result were the several districts under 
separate and independent governments, each having a different 
• com'.’’ ' • . ■ ' ' r 

Here- was a situation" where! trade was reduced to barter, 

• whether one looks upon barter as characterized ' by the absence 
of a common medium of exchange or by the presence of a plurality 
, of the media of exchange ; for in, any case, it is obvious that the 
want of a “double coincidence” must have been felt by- people 
engaged in trade. One is likely to think that such could not have 
keen the case as the medium was composed of metallic counters. 
But it' is to.be remembered that the circulating coins on India, by 
. reason of. the circumstance attendant upon the diversity in their 
’fineness and legal tender, formed so many different species that 
, an exchange against a particular species did not necessarily close , 
the transaction ; the coin must, in certain circumstances, have 
been only, an intermediate to be ^rther bartered against another,', 
and SO on till the.one of the requisite species was obtained. This 
is sufficient indication that society bad sunk into a state of barter. 
If this alone was the flaw in the situation, it would have been': 
only as bad as that of international trade under diversity of coin- 
. ' %es; But it.. was further complicated by the fact that although' 

- the denomination of the coins was the .'same, their metallic 'con- 
tents differed considerably. Owing to this,* ‘ one coin bore a 
discount or a premium in relation to another of the rame name. 
In the- absence of knowledge as, to the arnount of premium of 
discount, every one cared to receive a coin of die species known 
to hiin and current in his territory. .Oh the, whole, the obstacles - 
to commerce arising from such a situation could not . have been 
less than those emanating from the mandate of Lycurgus, -who 
, compelled the Lacedaemonians to use. iron money in order that ' 
' its weight might prevent them from .overrnuch • trading, I’ The’ 
situation,' besides being irritating, was aggravated by the .presence 
of ah element of gall in it; Capital Invested , in providing .'a cur- 
rency is a -tax' upon the productive resources of the commiinitv ' 

. Nevertheless,. wrote Jam es .^^Vilson.* no one wpuld question - ' " 

' • Capital Currency and 'Banking, 1847, p. 15. , V " — ' 77 * 
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“that the titnt and labour which arc sated by the inter- 
position o£ com, as compared with a system o£ barter, form an 
ample remuneration for the portion of capital wdthdrawn from 
producuve sources, to act as a single circulator of commodities, 
by rendering die remainder of the capital of the country so 
much the more productive.” 

Wliat is, then, to be said of a monetary system which did 
not obviate the evil consequences of barter, although enormous 
capital was withdrawn from productive sources, to act as a single 
circulator of commodities ’ Diseased money is worse than want 
of money. The latter at least saves tlie cost. But society must 
have money, and it must be good money, too. The task, there- 
fore, of evolving good money out of bad money fell upon die 
shoulders of the English East India Company, who had in the 
meanwhile succeeded to the Empire of the Moghuls in India. 


The lines of reform were first laid down by the Directors 
of the Company in their famous Despatch, dated April 25, 
1S06,* to die authorities administering their territories in India. 
In this historic document they obscrv'cd ; — 


“17. It is an opinion supported by the best authorities, and 
proved bv experience, ibat corns of gold .and silver cannot cir- 
culate as legal tenders of payment at fised relative values . . . 
Witlitnit loss: ibis loss is occasioned liy the fluctuating value of 
die meuiU of wlucb the corns are i’tirmcil. A proportion betw'ccn 
ilic ijd'J and sdver coin it fistd by hw, according ro the value 
of the metaSt, and « mav be on the justcsi principles, but owing 
to tf’c cfwngc of citcumsunces coM may become of greater value 
ifi tehijon 10 silver than at the time die proportion was fired 
r therefore iKrcpnatt profitable to e' change silver or gold, so 
tbs com -tif dm mct.\\ is vvidulr.awn from circulation, and if 
Uhvf should u’esoM- in us sabtr in relation to gold, the same 
crcumstmies woidd tend to reihite the quintuv of 'silver rain 
in c.-culatmn. As « is impossible m prevent the fluctuation in 

pdrrp'c w ,ss*'^ tend ^ 'a^l'diment ot suen a 

Pfrpttuaie inconvenience and 
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They tlicrefore decided themselves in favour of monometal- 
ism as the ideal for the Indian currency of the future, and 
irescribed : — 

‘ ' ‘'21. . . . . iliat silver should be the universal money of 

account (in Indi.a), and that all . . . accounts should be kept in 

'■ the same denominations of rupees, annas and pice. . . 

' ' The rupee was not, however, to be the same as tliat of the 

. Moghul Emperors in weight and fineness. Tire proposal that 

, ' "5. . . . the new rupee ... be of tlie gross weight of — 

Troy grains ' . . 180 

. , Deduct one-Uvelfi}i alloy . . 15 

• ; And contain of fine silver troy grs. . . 165” 

Such were tire proposals put forth by the Court of Directors 
or the, reform of Indian currency. 

The choice of a rupee weighing 180 grs. troy and containing 
[65 grs. pure silver as the unit for the future currency system 
>f India was a well-reasoned choice. 

primary’ reason for selecting this particular weight for 
:he rupee, seems to, have been the desire to make it as little of a 
departure as possible from the existing practice. In their attempts 
to reduce to some kind of order the disorderly currencies be- 
queathed to tlicm by tlie Moghuls by placing them on a bimetallic 
basis, the Governmenhs of the tlircc Presidencies had already 
made a great advance by selecting out of the innumerable coins 
then circulating in the country a species of gold and silver coin 
as the exclusive media of exchange for tlieir respective territories. 
The weights and fineness of the coins selected as die principal 
units of currency, with other particulars, may be noted from the 
summary table on the next page. 

To reduce these principal units of the different Presidencies 
to ;a single principal unit, the nearest and the least inconvenient 
magnitude of weight which would at the same time, be an inte- 
gral number was obviously 180 grs., for in no case, did;it differ 
from the'weights of any of the prevailing units in any marked" 
degree. Besides, it was believed that:, 180, or rather 1795511, grs. - 
was the standard weight of die, rupee coin originally issued from 
the Moghul Mints; so that the adoption -'of it' was really a resto- 
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ration of the old nnit and not the introduction of a new one.* 
Another advantage clamed in favour of a unit of 180 grs. was 
that such a unit of currency would again become what it had 
ceased to be, tlie unit of weight also. It was agreedt that the unit 
of weight in India had at all times previously been linked up with 
that of the principal coin, so that the reer and the maund weights 
were simply multiples of the rupee, which originally weighed 
179.6 grs. troy. Now, if the weight of the principal coin to be 
established was to be different from 180 grS. troy, it was believed 
there would be an unhappy deviation from the ancient practice 
which made the weight of the coin the basis of other weights and 
measures. Besides, a unit of 180 grs. weight was not only suitable 
from this point of view, but had also in its favour the added 
convenience of assimilating the Indian with the English units 
of weight.! 

While these were the reasons in favour § of fixing the weight 
of the principal unit of currency at 180 grs, troy, tlie project of 
making it 10 grs. fine was not without its justification. The 
ruling consideration in selecting 165 grs. as the standard of fine- 
ness was, as in the matter of selecting die standard weight, to 
cause the -least possible disturbance in existing arrangements. 
That this standard of fineness was not very different from those 
of the silver coins, recognized by the different Governments in 
India as the principal units of their currency, may be seen from 
the following comparative statement. 


* Cf. The Despatch, op. dt., para. 8. ^ 

t Cf para . 26-28 of the letter from James Prinsep to the Calcutta Mint Committee, 
printed in the Appendix to the Indian Tables by John Muller, Calcutta, 1836 

ilbii. para. 28. How the English and the Indian systems of weigh's were made 
‘to correspond to each other may be seen from the following: — 

Mian English ‘ 

8 ruttees •= 1 massa 15 troy grs, > 

12 massas I tola (or sicca) «=. 180 ,, „ 

80 tolas i=» 1 seer *»= 2^ „ pounds 

50 seers « 1 maund (or mun) 100 ^ 

^ Attention may be drawn in this connection to the dissenting opinion of Captain 
Jervis on the project of 180 grs, troy as the unit of weight for the rupee, Cf. his most 
exhaustive treatise called The Expediency and Facility of embhshne the Meirahgical 
and Monetary Systems throughout Mia on a Scientific and Permanent Basis, grounded 
on an Analytical Review of the Weightf. Measures and Coins of Mia .... Bombay, 
1836, pp. 49-65. 
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TABLE II - , " ' 

DE^^ATIO■i^3 OF THE PROPOSED StAKDARD OF FINENESS FROM 

■ that of the Principal Recognizf.d Ri^pees , J 


Silver Coins recognired as 
Principal Units and their 
Fineness. 

Standard 
Fineness 
of the 
Projiosed 
Sliver 
Rupee, 
i Troy Grs. 

More valuable * 
than the Pro- 
posed Rupee, j 

I.ess . valuable 
than the Pro- 
posed Rupee 

Name ol the Com. 

Its Pure 
Contents. 
Troy. Grs. 

In 

1 Grs. 

Bv 

In 

Grf..' 

nv - 
'p.c.' 

Surat Rupee . | 

164.74 

1 

j 165 



.26' 

.157 

Arcot 

166.477 ! 

165 

1.477] 

.887 

— 


Sicca . 

175.927 

163 

10.927 

-6.211 

— 

' — “ 

FarrukabadR. . 

166.135 

165 

1.135 

.683 



• 

Benares Rupee . 

169.261 

165 

4.251 

2.511 




It wijl thus be seen tliat, with the exception of the Sicca 
and the Benares rupees, the proposed standard of fineness agreed 
so closely with those of tlie other rupees that the interest of obtain- ' 
ing a complete uniformity witliout considerable dislocation 
overruled all possible objections to its adoption. Another con- 
sideration tltat seemed to have prevailed upon, the Court of- 
Directors in selecting 165 grS. as the standard of .fineness was ■ 
that, in conjunction with 180 grs. as . the -standard .weight, tlic 
arrangement, was' calculated- to make the rhpee eleven-twelfths 
fine. To determine upon a particular fineness was, too technical 
, a matter for the Court of Directors. It was, however, the opinion 
of ' the British' Committee.'on Mint and Coinage, appointed in 
-1803, that* “ one-melfth alloy .and eleven-twelfths fine is by a 
variety of extentive, experiments proved to be the best proportion, 
or .at least as good as. any which could have been chosen.” This 
standard, so authoritatively upheld, the Court desired to incor- 
porate in their new scheme of Indian currency. They therefore 
‘ desired- to m^e-thc' rupee cleven-Uvelfths fine. But to do so 
, -was also to make die rupee 165 grs. pure-a content which they 
.desired, from the pomt of view stated above, the rupee to possess 
. Revies^g the preference of the Court of DirectL for 
monornetalhsm mm the vantage-ground of latter-day eJenS 
, one might be mclmed to look upon it as a little too shorlsighted 


■ 12 ' 


cl. The despatch, op. cit, par 9. 
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At tljc time, however, flit preference wos vveU founded- One 
of the first nttafltres. the three Presidencies, into which tlic 
coiuwn.' vvas divided for purposes of adrnitiistrntion, had adopted 
on their assunung the governmem of the country, was to change 
the paraUcl standard of the Moghuls into a double standard by 
estabUshing a legal ratio of exchange between the mohur, the 
pagoda, and foe rupee- But in none of foe Presidencies was 
the experiment a compicie success. 

In Bengal ^ the Government, on June 2, 1766, determined 
upon the issue of a gold niohur weighing 179.66 grs, troy, and 
containing M9.92 grs, troy of pure metal, as legal tender at 14 
Sicca rupees, to relieve the currency stringency caused largely 
by its psvn act of locking up the revenue collections in its treasu- 
Ties, to the disadvantage of commerce. This was a legal ratio 
of 16.45 to 1, and as it widely deviated from the market ratio 
of 14.81 to I, this attempt to secure a concurrent circulation of 
the two coins was foredoomed to failure. Owing to foe drain 
of silver on Bengal from China, Madras, and Bomb.ay, the cur- 
rency stringency gresv worse, so much so that another gold 
moluir was issued by the Government on March 20, 1769, weigh- 
ing 190.773 grs. troy and containing 190.0S6 grs. jiurc gold with 
a value fixed at 16 Sicca rupees. This w.as a legal ratio of 14.81 
to 1. But, -as it was higher tb.an the market ratio of the time 
both in India (14 to 1) and in Europe (14,61 to 1), this second 
effort to bring about a concurrent circulation fared no better 
than the first. So perplexing seemed to he the task of accurate 
rating that the Government rcs'crted to monomet.allism by stop- 
ping the coinage of gold on December 3, 1788, and when the 
monetary stringency again compelled it to resume in 1790 the 
coinage of gold, if preferred to let the mohur and the rupee 
circulate .at their market v.aluc wjfooui making any attempt to 
link them by a fixed ratio. It was not until 1793 that a third 
attempt w'as made to forge a double standard in Bengal. A new 
mohur was issued in that year, weighing 190.895 jps. troy and 
containing 189.4037 grs . of pure gold, and 'made legal tender 

- ^ Harrison, “The Past Action of the Indian Government with regard to 

Gold, m Economic lournal, Vol, in, p, 54 ei 'set,. Also Mmute by Sir John Shore, in 
Bengal Public Consukationi, dated September 29, 1795. 
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at 16 Sicca rupees. This was a ratio o£ 14.86 to 1,' but, as it 
did not conform to the ratio, tlicn prevalent ifi the market, mi 
third attempt to establish , bimetallism ' in Bengal failed as i 
those made in 1766 and 1769. • 4? 

The like endeavours of the Government of Madras prove 
more futile tiian those of Bengal. The first attempt at bimetal- . 
lism under the British in that Presidency was made in_ the year 
1749, when 350 Arcot rupees were legally rated^ at 100 St^' 
pagodas. As compared with the dien market' ratio this rating 
involved an under-valuation of the pagoda, -the gold coin of the,- 
Presidency. The disappearance of the pagoda caused a monetary 
stringency, and the Government in December, 1750, was obliged 
to restore it to currency.' This it did by adopting the twofold 
plan of causing an import of gold on Government account, 'so ' 
as to equalize die mint ratio to the market ratio, and of compel-' 
ling the receipts, and payments of Government treasuries to be - 
exclusively in pagodas. The latter device proved of small value',; 
but the former by its magnitude was efficacious enough to case 
the situation. Unluckily, the case was only temporary. Between- 
1756 and 1771 the market ratio of the rupee and the pagoda 
again underwent a considerable change. In 1756 it was 364 to 
100, and in 1768 it, was 370 to 100. - It was not till after, 1768, that 
the market ratio became equal to the legal ratio fixed in 1749 
and' remained steady' for about tts’clve years. 'But the increased 
- imports of silver,- rendered necessary' for the prosecution of the 
second Mysore war, once, more disturbed the ratio, which at the 
' close of the war stood at 400 Arcot- rupees to 100 Star pagodas. 

After the end of the war, the Government of Madras made another 
. : attempt, to-bring about a concurrent circulation bettveen thecupce 
and the pagoda. -But instead of making the market ratio of 400 
' , , to 100 tiie legal ratio it wasded by ffie then increasmg imports 
of gold mtq the Presidency to hope that the market ratio wmuld 
- m time rise to that legally established in 1749 Tr. >0 la, 

mood so induced It dtddcd. in 1790 to 1 f “P”?' 

H. Mwell. Substitutioa of Silver for — r~ ' , „ — 

Joamof of Eeooom:rr, Jaauaiy, 1921 ^ 
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proceeded to aggravate it by raising the ratio still further to 350 
. to 100 in 1797, witlrthe effect that the pagoda entirely went out 
! of circulation, and the final attempt at bimetallism thus ended 
' in a miserable failure. 

. The Government of Bombay seemed better instructed in 
J tlic mechanics of bimetallism, although that did not help it to > 
^ overcome the practical difficulties of tlie system. On ^e first 
I occasion when bimetallism was introduced in the Presidency,* 

" the mohur and die rupee were rated at die ratio of 15.70 to 1. 

" But at diis ratio the mohur was found to be over-rated, and ac- 
' cordingly, in August, 1774, the Mint Master was directed to coin 
* gold moliurs of the fineness of a Venetian and of the weight of 
r the silver rupee. This change brought down die legal ratio to 
■“ 14.83 to I, very nearly, though not exactly, to the dien prevailmg 
( market ratio of 15 to 1, and had nothing untoward happened, 
bimetallism would have had a greater success in Bombay than 
‘‘ it actually had in the other two Presidencies. But this was not 
to be, for the situation was completely altered by the dishonesty 
of the Nawab of Surat, who allowed his rupees, which were of 
‘ die same weight and fineness as the Bombay rupees, to be debased 
'' to the extent of 10, 12, and even 15 per cent. This act of debase- 
^ ment could not have had any disturbing effect on the bimetallic 
^ system prevalent in the Bombay Presidency, had it not been for 
the fact that the Nawab’s (or Surat) rupees were by agreement 
admitted to circulation in the Company’s territories at par with 
die Bombay rupees. As a result of their being legal tender the 
Surat rupees, once diey were debased, not only drove out the 
Bombay rupees from circulation, but also the mohur, for as rated 
to the debased Surat rupees the ratio became unfavourable to 
gold, and the one chance for a successful bimetallic system 
vanished away. The question of fixing up a bimetallic ratio 
between die mohur and the rupee again cropped up when the 
Government of Bombay permitted the coinage of Surat rupees 
at its Mint. To have continued the coinage of the gold mohur ' 
according to the Regulation of 1774 was out of the question. 
One Bombay mohur contained 177.38 grs. of pure gold, and 
15 Surat rupees of the standard of 1800 contained 247,110 grs. 

• Report of Dr. Scott on the History of Coinage in the Bombay Presidency, sHth 
Appendices, Pablic Consultations (Bombay, dated January 27. 18011. 
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of silver. By this Regulation die proportion of silver to gold; 

, would have been i*c. 13.9 to 1. Here the mohur would 

have been much under-valued. It was tlierefore resolved to a 
the standard of the mohur to that of die Surat rupee, so ^ ° • 
give a rado of 14.9 to 1. But as the market ratio was.mcbneov 
towards 15.5 to 1, the experiment \yas not altogether ^:success. ; 

' In the light of this experience before theiu. die Court, o / 
Directors of the East India Company did well in fixing upon 
a monometallic standard as. the ' basis, of die future- currency , 
system- of India. The principal, object of all currency regulations - 
is diat.the different units of money should bear a fixed relation , 
of value to one another. Without diis fixity of value, the cur- 
rency would be in a state of confusion, and no precaution would 
be too great against even a temporary disturbance of that fixlly^' 
Fixity of value between the various components of die currency 
b so -essential a requisite in a' well-regulated monetary system 
that we need hardly be surprised if the Court of Directors attach- 
ed special importance to it, as they may well have done, particu*. 
larly when they were engaged in the task of placing the currency 
on a sound and permanent fooling. Nor can it be said that dicir 
choice of monometallism was ill-advised, for it must be admitted 
that a dngle standard better guarantees this fixity than does' the 
double standard. Under the formcr'it is spontaneous, under the 
■ latter it b forced.. ' ' 


, These recommendations of the Court of Directors wcre.lefi 
to the different • Goyernmerits in India to' be' carried into effeci 
at -their dberedon as to the time' and manner of doing it. Eui 
it was some time, before steps.. were taken in consonance will 
-these -orders,, and even then, it was on the realization of thos< 
parts of the programm.c- of the Court which pertained to -tht 
' cstablbHmeht of aipniform currency' that the efforts of the diffc 
- rent, Governrnents. were first concentrated. 

- The task of -reducing the existing units of currency to thai 

^ Cf. Fort St. Goorgo PubUc Depart. Consultauonr, 7, 
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pagoda — ^wcrc superseded by uew units, a gold rupee and a silver 
rupee, each weighing 180 grs. troy and containing 165 grs. of 
fine metal. Madras was followed by Bombay sk years later by 
a Proclamation * of October 6, 1824, which declared a gold rupee 
and a silver rupee of the new Madras standard to be the only 
units of currency in that Presidency* Titc Government of Bengal 
had a much bigger problem to handle. It had three different 
principal units of silver currency to be reduced to -the standard 
proposed by the Court. It commenced its work of reorganization 
by a system of elimination and alteration. In 1819. it discon- 
trnuedt the coinage of the Benares rupee and substituted in its 
place the Furrukabad rupee, the weight and fineness of which 
were altered to 180.234 and 135.215 grs. troy respectively. Appa- 
rently this was a step away from die right direction. But even 
here, the purpose of uniformity, so far as fineness was concerned, 
was discernible, for it made tlic Furrukabad rupee, like the new 
hladras and Bombay rupees, clcvcn-tu'dfth fine. Having got 
rid of the Benares rupee, die next step was to assimilate die 
standard of the Furrukabad rupee to that of Madras and Bombay, 
as may be seen from the following table. 

Thus, without abrogating the bimetallic system, substantial 
steps were taken in realizing the ideal unit proposed by the Court, 
as may be seen from the following table. 


TABLE III 

UJUFoaMiTV or Coin AGO at the enp of ad. 1833 


lulled by 
ths Cos • 
eniiticnt ol 

SlUcr Cofnit, ! 

[ Gold Coirs, 

Katio. 

1 

Dentrtnliiatloa. 

tVelBbt 

1 , 

rinenwf' 1 




I 


Sicca Rupee i 

102 i 

170 or I 

Mohur 1 

204 710 ! 

1 

187.051 

i 1 to 16 

Bengal J 


Furrukabad 

180 1 

160 or 




! 

i 


Rupee 



Gold Rupee ^ 




Bombay 

Silver Rupee 

180 ' 

106 or 


180 


1 1 to 16 





if 



ilr 


Madras 


Silver Rupee 

180 

106 or 

ii 

»• »» j 

180 

1 

i 

1 165 or 1 

ki 1 

i 1 to 15 


• C£. Bombay Financial Consultationt, dated October 6, 1824. 
1 Bengal Regulation XI o{ 1819, 

J Bengal, Regulation VII o£ 1833. 
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Taking stock of the position as it was at the end of 1833, 
we find that witli the exception of die Sicca rupee^ and the go 
mohur of Bengal, that part of die scheme of die Directors whim 
pertained to die uniformity of coinage was an accompished ,ram 
Nothing more remained to carry it to completion th^ to OJS- 
continue the Sicca rupee and to demonetize gold"_ At this 
however, arose a conflict between die Court of E)ircctors and die 
three Governments in India. Considerable reluctance was shoivn 
to the demonetization of gold. The Governnicnt of Madras, 
which was the first to undertake the reform of its currency -ac- 
cording to the plan of die Court, not only insisted upon con- 
tinuing the coinage of gold along with that of the rupee,*-, but 
stoudy refused to. deviate from the system of double legal tendei 
at a 'fixed ratio prevalent in its territories,! notwithstanding the 
repeated remonstrances addressed by the Couxtt. The Govern 
ment oi 'Benga’i c\ixng to tW 'oimctaViic staniaifi wivVj etyaa 
tenacity. Rather than demonetize the gold mohur, it took step 
to alter its standard§ by reducing its pure contents!! from 189.403. 
to 187.651 troy grs., so as to re-establish a bimetallic system oi 
the basis of the ratio adopted by Madras in 1818. So great wa 
its adherence to the bimetallic standard that in* 1833 it undci 
took to alter §§ the weight and fineness of the Sicca rupee to. 19 
grs. troy and 176 grs. fine, probably to rectify a' likely div’ergenc 
between the legal and the. market ratios of the mohur to th 
rupee.1:t . ' - 


’The Court of Directors .-nrere willing to permit the coinage and circulation of 
go\d- unlinked to the rupee, for they had obserced in their Despatch : — 
r V 16. ■ -Although’ we are fully sausfied of the propriety of the silver rupee being the 
principal measure of value and the money of account, yet we are by no means desirous 
|of checking the drailation of gold, but of esiablbhing a gold Com on a principle fitted 
5 for general use. This coin in our opinion should be caUed a ^old rupee and be made 
I of the same standard as the silver rupee.” 

1 '! eScor^ Public Consultations of August 19, 1817, particularly the 

letter of the Accountant-General entered thereon. 

.i: Cf. The Public Despatches to Madras dated March 6, 18l0 ; July 10, 1811 ; and 
' June 12, 1816. 

§ Preamble to the Bengal Regulation XTV of 1818. 

^It, however, increased its weight firo.-n 190.895 to 204.710 troy grs 

§§ Bengal Regulation Vn of 1833. 

twei^ ^fi^^ slterafion was also blended to make the Sicca rupee eleven- 



From 0 Double Standard to a Silver Standard 

But in anotitct direction the Government in India wanted 
to go Xurdier than the Court desired. The Court thought a 
uniform currency (he. a currency composed or like mit ind^ 
pendent units) was all that India needed. Indeed, they had 
given the Governments to untlcrstand that they did not wish 
for more in the matter of simpMcatlon of currency and were 
perfcciiy willing to allow the Sicca and tlic mohur to remain 
as they were, unassitn'ilaied.* A uniform currency was no doubt 
a great advance on the order of things suclt as was left by tire 
successors of tire hfoghuls. But that was not enough, and die 
needs of the situation demanded a common currency based on 
a single unit in place of a uniform currency. Under the system 
of uniform currency each Presidency coined its own money, and 
the money coined at the Mints of die other Presidencies was 
not legal tender in its territories cveept at the Mint. This mone- 
tary independence would not have been very harmful if there 
had c.Nisted also financial independence between the three Pre- 
sidencies. As a matter of fact, although each Presidency bad 
its own fiscal system, yet dicy depended upon one another for 
the finance of diek deficits. Tlicrc was a regular system of 
" supply ” between Uieni, and the surplus in one was being con- 
stantly drawn upon to meet the deficits in others. In the absence 
of a common currency diis resource operation was considerably 
hampered. The difficulties caused -by the absence of a common 
currency in the v;ay of die " supply ’’ operation made themselves 
felt in two different ways. Not being able to use as legal tender 
die money of othei' Presidencies, cadi was obliged to lock up, 
to die disadvantage of commerce, large working balances in 
Older to he self-sufficient.^ The ver^> system which imposed 


•Cf. Despitch to Bengal dated 'Match It, 1829. 

f The Accounttna.Ginentl of ’Bengal, In a letter to the CalcuUa Mtnt Committee, 
dated November 21, 1823, wrote: — 

"Pita. 32. TTie amount of tlie balance must also necetjanly depend upon the 
state of the cutttpcy If the Madras, Bambi>, and Furruhabad mpets instead of 
differing in weight and intrinsic value were coined of one standard weight and value 
bearing one inscription and in no waj djlfering, the surplus of one Preadency would 
at all times be available for the deficiency of anoilief, without passing dtrough the 
Mint, and the balance of India might be reduced m proporion to the increased avail- 
ability of currency for the disbuct-ments of tbv 'bree Fresidcncies" {Bombay Fmanctal 
Coasultadons, February 25, 1824). 
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From 0 Double Stoncfard to a SHvct Standard 


silvtt currency and itarucularl^^" the small change, s!\ould disrupt 
the monctar)’ -harmony prevailing among thcra all rficy were 
ccTOpcIicd tu in n convcDUojij diucd timber 20, 1865, 
which required die patties, iinee collcatvdy called die Latin 
Union. J<i lower, in the order to maintain, iheni in circulation, the 
silver pieces oC 2 Cranes, 1 franc, 50 centimes, nnd 20 centimes 

from a standard of fine to to make them suhsi- 

diary coins .• k is tnic that the Government of India also came 
in for rroubic as a icsult of this disturbance id the relative S'alue 
of gold and silver, hut tliai trouhk was due to hs own silly acid* 
Tlie currency bss' of 1835 iiad not dosed the Minis to the free 
coinage of gold, probably because the seignorage on the coinage 
of NMas. a stwstt t>t stvesw svLicL the GcvvcstsW.esw <lvd wsjt 
like to forego. BvU as gold vv.as not legal tender, no gold was 
brought to the Mint for coinage, and the Government revenue 
from seignorage fell o(T. To avoid this loss of revenue, the Gov- 
ernment began to take steps to encourage the coinage of gold. 
In the first place, it reduced ilsc scignor.igc I in 1837 from 2 per 
cent, to 1 per cent. But even thk mca.surc was no? sufficient to 
induce people to bring gold to the Mint, and consequent jy the 
revenue from .seignorage failed to increase. As n further step 
in the same direction, the Government ismcd a Prockiraation 
on I.mu.try 13, 1841. autliorizing the officers in charge of public 
treasuries to receive tlic gold coins .w the rate of 1 gold inohur 
equal to 15 .silver rupec.s. For some time no gold w.is rcccn-ed, 
as at the rate prescribed by lijt Brodamaiion gold tvas tmder- 
v.alucd.ll Rut die Australian .and Californian gold discoveries 
altered the 5itu.uion entirely. The gold mohuf, which was tinder- 
valued at Rs. 15, became overvalued, .and the Govcniment which 
svas at one time eager to receive gtdd. was alarmed .at its itiflujc. 

kssti S'* ‘il'p'scs dtsttr coin, of »irni!sr ecnomtisiw,a!. whkli eofiiajotd more 
itlvcr but v,!iich {>a«od current at tS'c nine nominal vsluc. TJiii broujbt forth a 
ettrtc in F,.jnee (.April IS, 1*6^) svhtcli revolted rbt lepa? fffitlrr power to a con- 
cersrrf action on th- part of all the Larin eountriij concenter?. 

•For more pariico’ari of the Latin Union, cf I.aiugh!in.> np. rit, pp IS5-9 
f Cf, H, of <3. Return, Cast Indian (Coinage) 2S4 of I860 
J Ibid., p 8, 
p. 10, 
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History of Indian Currency and Banking 


By adopting the covu'se it did of declaring gold no longer 
legal tender, and yet undertalring to receive it m hquidauon or 
Government demands, it laid itself under the disadvantage ot 
being open to be embarrassed with a coin which was of no use an 
must ordinarily have been paid for above its value. Realizing its 
position, it left aside all considerations of augmenting 
by increased coinage, and promptly issued on December 25, 185 , 
another Proclamation withdrawing that of 1841. Whether it 
would not have been better to have escaped the embarrassment 
by making gold general legal tender than depriving it of its 
partial legal-tender power is another matter. But, in so far as 
India was saved the trials and tribulations undergone by the 
bimetallic countries to preserve the silver part of their currency, 
the abrogation of bimetallism was by no means a small' advan- 
tage. For, the measure had die v'lrtue of fore-arming the country 
against changes which, though not seen at die time, soon made 
themselves felt. 


The abrogation of bimetallism in India, accomplished by 
the Act of 1835, cannot therefore be made a ground for censure. ' 
But it is open to argument that a condemnation of bimetallism 
is not per se a justificauon of silver monometallism. If it wbs 
to be monometallism it might well have been gold monomental- 
lism. In fact, the preference for silver monometallism is not a 
litde odd when it is recalled that Lord Liverpool, the advocate of 


monometallism,’*^ whose doctrines the Court had sought to apply 
to India, had prescribed gold monometallism for similar currency 
evils then prevalent m England. That the Court should have 
deviated from their guide in dns particular has naturally excited a 
great deal of hostile comment as to the propriety of this grave 
dep^ture.t At the outset any appeal to ulterior motives must 
be baseless, for Lord Liverpool was not a “ gold bug,” nor was 
the Court composed of “silver men.” As a matter of fact, neither 
of them at all considered the question from the standpoint as to 
which was a better standard of value, gold or silver. Indeed, in 
^ ar as that was at all a co nsideration worth atttending to, the 

shoJ. 1' Go™ m Z IZr 

•i-rf H X, r. *>« ^Enme, op. cit., par 55 
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a sold monometallism'* to silver monometallism because hei 
statesmen believed that ‘ ; 

“it had proved disastrous to the commercial and industri^ 
interests of HoHand to have a monetary system idenucal wa 
that o£ England, whose financial revulsions, after its adoption 
the gold standard, had been more frequent and more severe M 
tn any other country, and whose injurious effects were 
Holland scarcely less tlian in England. They maintained 
the adoption of the silver standard would prevent England tioin 
disturbing the internal trade of'Holland by draining^ off its monejf 
during such revulsions, and would secure immunity from tv 
which did not originate in and for which Holland was no 
responsible.” t 


But stability was not die ground on which' eidier the Court 
or Lord Liverpool made their choice of a standard metal to rest. 
If that had been the case, both probably would have selected 
silver. As it was, the difference in the choice of the two parncs 
was only superficial. Indeed, the Court differed from Lord 
Liverpool, not because of any ulterior motives, but because they 
were both agreed on a fundamental proposition diat not stability 
but popular preference should be the deciding factor in the choice 
of a standard metal. Their differences proceeded logically from 
the agreement. For, on analysing the composition of die cur- 
rency it was found that in England it was largely composed of 
gold and in India it was largely composed of silver. Granting 
their common premise, it is easy to account why gold was selected 
for England by Lord Liverpool and silver for India by the Court. 
Whether the actual composition of the currency is an evidence 
of popular preference cannot, of course, be so dogmatically 
asserted as was done by the Court and Lord Liverpool. So far as 
England is concerned, the interpretation of Lord Liverpool has 
been questioned by the great economist David Ricardo. In his 
HjgA Price of Btillion, Ricardo wrote:— 


hy Lord Liverpool, it appears 
P e eyond dispute that gold coin has been for near a century 
the prinapal measure of value; but this is, I think, to be atui- 

15S73^J"l'haTuS^f bimetallism in 1816 But the legal ratio o; 

ting m^ium of nirnd SoW the c&ef circula- 

t Keporr of the V. S SS.er Commuttoa of 1S76. p 68 
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a gold monometallism^ to silver monometallism because her 
statesmen believed that 

“it had proved disastrous to the commercial and 
interests o£ Holland to have a monetary system identical ni 
that of England, whose financial revulsions, after its adoption o. 
the gold standard, had been more frequent and more sev ere M 
in any other country, and whose injurious effects were let 
Holland scarcely less than in England. Tliey maintained 2 
the adoption of the silver standard would prevent England from 
disturbing the mternal trade of'HolIand by draining^ off its 
during such revulsions, and would secure immunity from o 
which did not originate in and for which Holland was no 
responsible.” t 


But stability was not the ground on which eitlter the Court 
or Lord Liverpool made their choice of a standard metal to rest. 
If that had been the case, both probably would have selected 
silver. As it was, the difference in the choice of the two parties 
was only superficial. Indeed, tire Court differed from Lord 
Liverpool, not because of any ulterior motives, hut because they 
were both agreed on a fundamental proposition tliat not stability 
but popular preference should be tire deciding factor in the choice 
of a standard metal. Their differences proceeded logically from 
the agreement. For, on analysing the composition of the cur- 
rency it was found that in England it was largely composed of 
gold and in India it W'as largely composed of silver. Granting 
their common premise, it is easy to account why gold was selected 
for England by Lord Liverpool and silver for India by tlie Court. 
Whether the actual composition of the currency is an evidence 
of popular preference cannot, of course, be so dogmatically 
asserted as was done by the Court and Lord Liverpool. So far a: 
England is concerned, die interpretation of Lord Liverpool ha; 
been questioned bv the great economist David Ricardo. In hi 
Htg/i Price of Bullion, Ricardo wrote:— 


Liverpool, it appear 

p o'v ^ cyond dispute tliat gold coin has been for near a ccnnir 
the pnncipal measure of va^ue; but this is, I think, to be attri 


m 1816 But the legal ratio c 
Mg medium o£ Holland ’ that it had made gold the chief cimit 

f Se^erj o/ V, S Silitr Commission of 1S76, p 68 
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statesmen believed that 
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interests of Holland to have a monetary system identical with 
that of England, whose financial revulsions, after its adoption of / 
the gold standard, had been more frequent and more severe than 
in any other country, and whose injurious effects were felt in 
Holland scarcely less than in England. Tliey maintained that 
the adoptiorl of the silver standard would prevent England from 
disturbing the internal trade of-'Holland by draining off its money 
during such revulsions, and would secure immunity from evils 
which did not originate in and for which Holland was not 
responsible.” t 

But stability was not die ground on which either the Court 
or Lord Liverpool made their choice of a standard metal to rest. 

If that had been the case, both probably would have selected 
silver. As it was, the difference in the choice of the two pardcs 
was only superficial. Tndeed, the Court differed from Lord 
Liverpool, not because of any ulterior motives, but because they 
were both agreed on a fundamental proposition that not stability 
but popular preference should be the deciding factor m die clioicc 
of a standard metal. Their differences proceeded logically from “ 
the agreement. For, on analysing the composition of the cur- 
rency it was found that in England it was largely composed of 
gold and in India it was largely composed of silver. Granting 
their common premise, it is easy to account why gold was selected 
for England by Lord Liverpool and silver for India by the Court. 
Whether the actual composition of the currency is an evidence 
of popular preference cannot, of course, be so dogmatically 
asserted as was done by the Court and Lord Liverpool. So far as 
England is concerned, the interpretation of Lord Liverpool has 
been questioned by the great economist David Ricardo. In his 
High Price of Bullion, Ricardo wrote; — 

“For many reasons given by laird Liverpool, it appears 
proved beyond dispute that gold coin has been for near a century 
the prinapil measure of value; but this is, I think, to be attri- 


• In ibcory Holland had adopicd bimetallism m 1816 But the lefal ratio of 
15 873 to 1 had uodcrvalucd silver so Jnuch that it bad jnadc ^old the chief circuia- 
medium of Holland 

t Rtpart of the V\ S S3ter Comnutaan of 1S76, p 63 
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u • hv of Und on tenure uf,«rvkt% of iipn 

wUy r.n‘^^ ">*••• ^vere m theie turn (iktubuied 
servants 4 4 .„f^ being paid in kind, U'.e Srj:e colkcted jery 

i-' , ca>h. The miu.v.idtm nnulcby the Bnis^b m 

P.ttic or ** , . . 


f"-\td"rcven«e and fkcal .>.U;m v.crc of the most ss.ceptr^ 
As territory after territory pa<scd under me Ava/ « 
'^*^nVitlsh d»c hrst step lakei-t was to substitute in place ot uxe 
"*-vl militia gf the feudatories a regularly coiulUyied and a sycii-^ 
standing army located at different mBstary >tauc!ns, 


1 nrlthh ^»c s'cp lakcft was to substitute m pksc of uxe 
the Bnush, me m . J _ ,^,5 , 

ntral mihtia gf the feudator 
uriuy 

oaid'in cash ; in civil employ, as in military, the Jornier revenue 
and police officers with Uicir followers, svlio paid thamches by 
nerquisites and other indirect gadus nxclvcd in kind, v/erc «' 
placed by a host of revenue collectors and magisiniics widi ihcir 
c'itcnsivc staff, all paid in current coin. The payments to die 
.army* police, and other officials were not die only payments 
ss'hich the British Government had placed on a money basis. 
Besides tliese charges, there were others which were quite uiv 
known to the native Governments, such as the " blome Charges ” 
and Interest on Public Debt,” all on a cash bash. The State, 
having undertaken to pay in cash, was compelled to realize all its 
taxes in casli, and as each citizen was bound to pay in cash, he in 
his turn sdpulatcd to receive nothing but cash, so that the entire 
structure of the society tmderwent a complete transformation. 
Another important change that took place in the economy of 
the Indian people about this time was the enormous increase of 
trade. For a considerable period, the British tariff policy and die 
navigation laws had put a virnia! check on the expansion of 
Indian trade. England compelled India to receive her cotton and 
other manufactures at nearly nominal Q.Vz per cent.) duties, while 
at the same time she prohibited the entry of such Indian goods 
as competed with hers within her territories by prohibitory duties 
raging from 50 to 500 per cent. Not only was no reciprocity 
shown by England to India, but she made a discrimination in 
favour of her colonies in the case of such goods as competed with 
theirs. A great agitation was airried on against diLs unfair 
, treatment,^ and finally Sir Robert Peel admit ted Indian, produce 

* Cf, Debates at the East India Hou^e on Dunes affecting Indian Commerce, tide 
Astalic Jourtid and Monthly Regtstcr for Bntish and Foreign Ind i Chma Aastrallj 
Nety Series, Vol XXXVIl, lanuary. and Vol X.VXVIII, Ma), IS42) 
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commerce of die East, v^lien a revenue amounting to iniliions 
per annum was to be remitted to Europe m the tnanufactures of 
the Fast, tiicn were the effects of'^hts rcsoiutioii severely felt in 
every part of India. Deprived of so copious a stream, die ftvec. 
rapidly retired from its banks and ceased to fertilize the adjacent 
fields with overflowing water,” 

The only way open, when the prohibitions were withdrawn to 
obtain precious metals, was to send more goods than diis amount 
of tribute, so tiiat the balance might bring diem in. This became 
possible when Peel admitted Indian goods to low tariff, and the 
country was for the first time able to draw in a sufficient quantity 
of precious metals to sustain her growing needs. But dib ease 
in the supply of precious metals to serve as currency was short- 
lived. The difficulties after 1850, however, were not due to any 
hindrance in the way of India’s obtaining the precious . metals. 
Far from being hindered, tlie export and import of precious 
metals was entirely free, and India’s ability to procure them was 
equally great. Neither were the difficulties due to any want of 
precious metals ; for, as a matter of fact, the increase in die pre- 
cious metals after 1850 was far from’being small. The difficulty 
was of India’s own making, and was due to her not having based 
her currency on diat precious metal, which it was easy to obtain. ' 
The Act of 1835 had placed India on an e.xclusive silver basis. 
But. unfortunately, it so happened thaf after 1350, though the 
total production of the precious metals had increased, that of silver 
had not kept pace widi the needs of the world, s greater part of 
which was then off a silver basis, so that as a result of her cur- 
icncy law India found herself in an embarrasing position of an 
expanding tiade with a contracting currency, as is shown on the 
opposite page. 


On the face of it, it seems that there need have been no mone- 
tary stringency. The import of silver was large, and so was the 
coinage of it. Why then should there have been any stringency 
at all ? The answer to this question is not far to seek. If the 
amount of silver coined bad been retained in circulation it is 
pssible that die stringency could not have arisen. India has 
long been notoriously the sink of the precious metals. But in 
interpreting this phenomenon, it is necessary to bear in mind the 
caution given by Mr. Cassels that “ 
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“its silver coinage kas not only had to satisfy the requitemMO 
o£ commerce as the medium or exchange, but it has to supp^a 
sufficiency o£ maieriai to the silversmith and the jcH'eL'er._ Tbs 
Mint has been piued against the smelting-pot, and the com pr^ 
duced by so much paucncc and skill by die one has been rapidly 
reduced into bangles by the other,”^ 

Now it will be seen from the figures given that ail the import 
of silver was coined and used up for currency purposes. ^ Very 
little or nothing was left over for the industrial and social con- 
sumption of the people. That being the case, it is obvious that 
a large part of the coined silver must have been abstracted from 
monetary to non-monetary purposes. The hiddea source of this 
monetary stringency thus becomes evident. To men of the time 
it was as clear as daylight that it was the rate of absorption of 
currency from monetary to non-monetary purposes that was res- 
ponsifaic as to why (to quote from the same authority) 

’ “uonvithstandiEg such large importations the demand for money 
has so far exceeded that serious embarrassment has ensued 

and business has almost come to a stand from the scarcity of . 
circulating medium. As fast as rupees have been coined they 
have been taken into the mienor and have there disappeared 
from circulation, either in the Indian substitute for stocking-foot 
or in the smelcing-pot into banglcs.’’t 

The one way open was to have caused such additional im- 
ports of silver as would have sufficed both for the monetary as 
well as the non-monetary needs of the country. But the imports 
of silver were probably already at their highest. For, as was 
argued by hir. Cassels, ’ 


“the ^ual production of sdver of the whole world does not 

f ^ f the last few years, therefore, 

India alone has annually taken, and to a great atent absorbed 

Ptoduced by the wholc'world’. 
o- lUr,., uie European markets will be unable 

^ ^t. Under such cu cumsunces it is not difficult 

‘ oa ^ffcac> for Inda, dated December 8, 1863, m xhc Report of 

r-e BomVfly CfamJer 0/ CoBjB,-rre, 1863-61. App I, p 1S9 

p 181.^^“'" “ December 1. 1863 Report, op dt. 
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another, apart from the trouble of computing and ^certaining 
the fluctuations, would have been a source of such embarrassm^t 
that the Government, it must be said, acted wisely in not adoptmg 
it. There was no saving grace in the second project to recom- 
mend its adoption in preference to the first. If it had been 
adopted the result would have been that during the period when a 
rate remained fixed, gold would have been forced into circulation 
supposing that its market value was lower, and at the end of the 
year, i£ it was known that the rate would be revised and the value 
of the coin be reduced in conformity with the fall of gold, a 
general struggle to get rid of the overrated gold coin and shift 
the inevitable loss to the shoulders of others would have certainly 
ensued. The third was a somewhat strange proposal. It is possi- , 
ble with a low-priced metal to strike coins of less than full value 
for the purposes of small payments and limit their tender. But , 
this is not possible with a high-priced metal, the raisot^ d’etre of 
which is to facilitate large transactions. The objections to the 
plan could hardly be concealed. So long as gold was under- 
valued, it would not circulate at all. But once it became over- 
valued owing to changes in the market ratio, the rupee would go 
out of circulation, and shopkeepers and traders would remain 
possessed of a coin which would be of no use in liquidating large 
transactions. 


The only project free from these faults was the adoption of 
a gold standard, witli sflver as a subsidiary currency. The 
strongest argument, the Government could advance against this 
demand was that in a country where all obligations have been 
contracted to be paid in silver, to make a law by which they could 
forcMy be paid in anytliing else would simply be to defraud the 
creditor for the advantage of the debtor, and to break public 
taitn. However sound the argument might have been, it was 
nopelcssly inadequate to meet the growing demand to place the 
5 ori an expanding basis. Indeed, it cannot be said 

foat the Government was really serious in its opposition to a gold 

on ti l. not so »uch 

of ^ arguments against gold, but on its dis- 
co^ fl^at a betrer solution than a gold curre ncy existed at hand. 

•I5s'.d . p. 26. ~ — — 
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paper currency', gave perfect confidence and answered all the 
wants of the trade and of the community, and tlie enactment 
would remain a dead letter and be perfectly harmless. ^ • 

But there is no doubt that IVIr, Laing looked upon it as an • 
easy weans of waking a transition to the gold standard. In, his 
Minute on Currency and Banking, dated May 7, 1862, he wrote : , 

“The object of titis prowso was simply to leave the door open 
for cautious and tentative experiments with regard to the future 
use of gold, Tire importation of gold already exists and is 
increasing, and tlie metal is much appreciated by the native 
population as generally to command a premium Thus, 

after a time, if the tise of gold becomes more general, and its 
value more fixed, some further step might be taken.” 

And such seems to have been the impression of the Secretary of 
State at the time, for he undrstood the force of the recommenda- 
tioa in favour of issuing notes against gold was that it would 
“effectively contribute to the introduction of a gold currency in ■ 
India.* 

But whether conceived as a relief to the mercantile com- 
munity or as an avenue for introducing a gold 'currency the 
proviso was not put into effect. The Secretary of State objected! 
to any action being taken with regard thereto. In the meantime 
the paper currency did not prove the panacea, it was avowed to be. 
The extent it reached and the economy it effected were compara- 
tively insignificant. 
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because he felt satisfied that the rate of Rs. 10 to a sovereign I 
derrated the sovereign too much to permit its circulation, nc | 
he was on solid ground. The cost of.produc^ig a sovera^^ 
a Mint in India was estimated* at the time to be Rs. 
the cost of importing it to Calcutta from England \v:p estimat 
at Rs. 10-4-10, and from Australia at Rs. 10-2-9. Whichever W 
the proper rate, it was certain that sovereigns could not circuiai 
at the rate of Rs. 10 to 1, It was a pity that Sir Charl^ Trevely^ 
did not propose a higher ratiot so as to make the circulation o ^ 
sovereign an assured event. But the Secretary of State \vo 
have been averse to die measure just the same, even if the ratio ha 
been favourable to the sovereign. To the Secretary of State, the 
measure, based as it was on an unfavourable ratio, was meless- 
But if based on a favourable ratio it was none the less pernicious, 
for, it portended the possibility of what he considered as the 
vicious system of double standard, however temporary it migW 
have been. The mere contingency of giving rise to a bimetallic 
system was enough to frighten the Secretary of State into oppose 
tion to the whole measure, for he refused to admit that “it nul 
be for the public advantage to pass, through a period of doubh 
standard in order to change the basis of the currency from sil^cf 
to gold.” 

The only concession that the Secretary of State was willing 
to make was to permit “that gold coin should be received in® 
public treasuries at a rate to be fixed by Government and publidl? 
amiounced by Proclamation” without making it a general leg^ 
tender in India. It will be recalled that this was a revival of tlisl 
foolish measure which was abandoned in 1852 for having 
barrassed the Government. To offer to receive coin which ynn 
^ caimot pay back is to court trouble, and it was to obviate the toe 
.mown danger inherent in the project that this more co®' 

'* Sir C E Trevelyan, 

May 28, 1864 V.dc Paper,, etc . on Gold, p 265 

*= "uo of 10 to 1 tvas that that was the prc«W 
^ rauo m India His argument was that "the sovereign must be rated 

silver ■•'prntoW T to Its Enghsh, but to its Indian pnee esdnia^ 

- -Ue “vereign becauL of hi* 

'4 receive much IcsTdian*^'”'^.) revolutionized and 
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J° XIX 53V -laptni, psqsqqBjss swaa qDxqM sjusinsguBJOB Adusjjiid 
S upsfX3 3ip JO uopBJ3do„ 3qj ojur 3Jinbm oj psjmoddE 3 J 0 j 3 j 3 ip 
SBAV uoissroraiOD y ^/asdsd ‘oj uoijippB in jo ‘jo noissssjsdns 
in ppS sonpojjuT oj spEin sr jnoABspus ub sjojsq ‘lijimoa sip jo 
sjiqBq 3ip OJ spBjins pire sjitbm sqj oj sjBnbspB tumpsin SinjEpo 
-JI3 E 3A0ld OJ Apjpi JOU SI puB psAoid JOU SEq jsdsd JEip UMOqs 
sq jsnin Apusnbssuoo pire ,/spj3iii snoiosjd oip jo jsqjp 
iiEip tnnipsin gtipEpiono sjqEjdsDDE pire jusiusauod sjoiii e SAOid 
pjnoM 31 jEqj uopBjasdxs aqj in ‘psonpojjin ussq SBq Aousimo 
J3dEd E pjoS E JO pE3jsin„ jEqj ipp^q Bipuj JO jii3rauj3AOj[) oqj 
jrigr ./eip^I P tnsjsAs ijBjsuotn sqj ojui ppS Sinonpojjin jo 
Xousipsdxo 3ip OJ SE„ Ajinbuj jo uoissiimnoQ e jo uopnjpsin sip 
tro psjsisui jsqnreqQ sip snip siqx 'SApoaps ppS jo uopBjnona 
3ip 9:pnn oj sdojs s^j oj odjoeduioq jo jsqureqQ pguag sip Aq 
9981 5n psAoxn uieHb seaa Eipuj jo jiisiotusaoq sqj pire ‘jsas se 
sjnoE SB aq oj panirptroD ‘pireq jsqjo aqj tro ‘uopEnjp Aousjjno 
‘SApEJsdom 3JojaJ3ip seaa uopEoppou 3ip pire ^‘uSpJSAOS 
3ip OJ 01 'S'a SAoqE jEqMaraos seaa ‘jsASAAoq ‘red poj aqx 

,/jn3ctniJ3AO£) aqj jsuibSb sunrp jo jasniXBd nj xnsip 
3AMD3I OJ SuilJIAl, EOSJSd XeB OJ S3JBJ SUJBS 3qj JB piBd 3q ‘XiTlSBajJ, 
JU3UniJ3AOQ XuE JB SjqBJIEAB J3A3tI3qA\ '{[Bqs saEraj3A0S-j|Bq pac 
snEf3j3Aos jpns jBqj pUB fXpAosadssj ’rg; g pu? oi P jnsjEAinbs 
“sqj SB 'jnsnnnsAOQ oj 3 np sums jo justuXBd ut sspQspuadsp 
sji puB Eipaj qsjjug jo ssiinsBSJX P^aisosj sq 33ijou 

j3qjinj jqun jjBqs ‘jqSwAi. jnsjons jo BijBjjsny -lo puBiSug m jnipj 
pXo'g pszuoqjivB Xue je pauioo suEpJSAos-jjEq puB suEpJSAOs,, 

jBtp pstnrepojd qoiqAA ‘JsqtasAOi^ in nop 
-EOpiJOJ^ JII3iniH3AO0 E psnSST piIE ‘SJEJg JO ArejOJOSg 3tp 50 nop 
-ssSSns sqj jo ssApstnsip pEAE oj psjnssuoD ‘aasta restp oj Smp 
XpjEtipsqo tretp reipEi ‘nipuj jo jusratusAOQ sqj jEip je 3 J§ os 
SEAA AouaSnrjjs Aonojjno aip jng ‘pasodojd seaa omsEani ajajd 

l 

PJDPUDZS JdAHs D OJ pjopuDis a/gncQ o wojj 
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had failed to establish. iUelf 


to se 
among 



among „iace in the transactions ot me pcuytc. --- 

finding a urging upon the Government to cause a 

Commission en ^ currency arrangements ot 

it was “the turn of the Government to give eff^ 
India. .„rnmendation. But, curiously enough, it did not go^ 
’^^tent of adopting the recommendation of the Commissioii 
itsdf appointed. Instead of making gold legal 


to 

Uod itselt appomtea. insieau ua 

as advised by the Commission, the only action Ae Govern 
^ ’ „i. -was to issue another Notification on October 28, Ic 
vh simply altered the rate of the sovereign to Rs. 10-8, without 
anydring further to avoid the evil consequence attendant-' 
^°on that one-sided measure. Fortunately for the Government 
even this correction of the rate did not induce any flow of goW 
^to the circulation of the country. The currency troubles had 
bv then subsided, and as no new pressure was exerted upon the 
Government, this proved the last of two abortive attempts the 
Government made to introduce gold into India. / 

’ For the time being, the problem was solved by the natural 
course of events. Bur, as subsequent events showed, the chan? 
to a gold standard would have been better for India*^ and woulo 
have been welcomedt in the interests of Europe, which was theu 
iufiering from high prices due to the superfluity of gold. At this 
particular iuncture, the Government of India was really at the 
crossing of ways, and could have averted the misfortunes that 
were to befall it and its people if it had sided with the forces of 
change and replaced the silver standard by a gold standard, os 
it could most easily have done. That those in charge of Indiat 
u have dirown the weight of their authority agains 

me change was no dishonest act deserving of- reproach, f but i 
does ™mhh one more illustration of those disastrous human way: 
which often lead people to regard the situation in which the, 

m TnrUi- ^ “'3* agauisr the uitroducUon of a gold standard 

(linL, Cf Us Essays ,n FoUtkal Econors, 

f C£ J R McCulloch, Dictionary o/ Commerce, Ed 1869, p 1131 . 

bv retained the slKcr standard because they profits' 

by«onthe.rennrtances. C£ hb rn.Wnnal .Monetary Co„/eren«r, 1898, P 3: 

‘H 



Sf 


'86£ ^ ‘XI ’loA *Cd'D'TS oiw 

psjEiASjqqc) rSuipfjioij fuiuno^ smtvptSij 3iu}jin$ spi^ jpg mtpj puu sSeutoq 
aqj Smanpontn ‘0^81 ‘9 usqdajg non =ip p qassds aqj 33 | 

aAtmaaxg aqj jo nonajasip aqj oj aawui atp aABaj oj paiispjd 
qaiqAi ‘aanjuiuioa papg aqj ;(q paddojp spjEAUajp ajaAv Xaqj acip nAtoqs ssom 
-pUiptn 30 sajgap aqi sea\ qons jng oiST ‘£Z ^ 1 "! P’>’=P ‘A ‘vipai (0 3 tf 3 &vo 
•33 sarjnsCTJx soStaiaAOs aAiaaajr oj jnauiuiaAoj) aqj gtngadmoa '8933 30 

noptagijon aqj SuL<poquja sasncp pacimoa jjig aSemoQ puu juij^ jutnSiio aqx • 


•urexp joj 3J0IS in sba\ 3 ci^a\ spiTj Aj3a msujj ‘uopsant 
AoTOJjnD tiBtpuj 3ip JO M3IA X ireip ajooi 3 >{bj o] 

uodn pajpo jou sjsm. Asxp iBip jpiBS uaxp ot|a\ ‘ssoiqi iSBjy 

^•ppS JO smixirapT 

kw£ Aq psqpsim ptre ajnd anmjuoD oj gggj jo picpirejs J3Aps sq: 
MoqB 03 'traddBq 03 Apqij sba\ jo pairaddeq pBq Smqiou qSnoq 

SB ‘3U33UOD 3J3AV Aaip ^p33BpHOSUOD ptIB p3STA3J sq 03 STOBD A\B'^ 

3in]q 3q3 uaqM ‘oA8I ^ uopeniis Aousjjno 3q3 3noqB p3j Aaq 
pip 9jno3S og ‘snoriBosid 3sora si 31 usqAA 3sn( ‘sjnoss isora se sat 


pjDpUD^S JSA//S D 0} pJDpUDlS 9/qnOQ D UJOJJ 



CHAPTER n 


rvxm SE.VER STANDARD AND THE 
dislocation of its PARTTY 

T. rlear how the evolutionary process with respect to the 
T currency culminated in the establishment of a silve 

^^^rd and how the agitation for a gold currency ended m 

standard being supplemented by a paper currency. Before 
^^^I^ceding to inquire into the working of such a mixed system, 
would be useful to review briefly the nature of its framewor 
The metallic part of it was regulated by Act XXIII of 1870' 
q'he coins authorized and legalized thereunder were as shown oJi 

p. 47- ... u f 

The Act made no innovations either in regard to die nunioci 

of coins issued by the Mints or their legal-tender powers, IdeD" 
'tical though it was with the earUer enactments in the matter oi 
coins,^ its juridical provisions were designed to perfect the mone- 
tary law of the country as had never been done before. Thf 
former Acts which it repealed were very sparing in. their recognj* 
tion of the principle of mint “remedy” or “toleration,” as it ^ 
called. The point has been largely deemed to be one of mere 
technique. That is S 05 but it is not without its monetary signifi>^' 
ancc. "When the precious metals were current by weight the 
question of a mint toleration could not possibly have arisen, fof 


“Thu may be seco from the following: — 

Cold Coins, ( 1 ), (u), and (ui) were authorized by Section WI of Act XVU 
of 1835. Only (n) was an addition made by this Consolidating Act of 1870. 

e itte ticiW. (i), (ii), and (ui) were authorized by Section 1 of Act XVfl 

or 1*35. This Act had also authorized the issue of a silver coin called “Double 
Ru^, but this was discontinued by Section U of Act XtH of 1862 whlJb substituted 
in Its place the silver com No iv. 

^4. (u), and (iv) were first authorized by Section t of 
ot which, however, testruted their circulation to the Presidency of Beflga 
T^ev vv«c a.tenvards uaivcrsahzed for the whole of India by Act XXII of 1814. Cw 
,o, (lu) was first mtrodu,.ed by Sccuon U of Act XI of 1854. 
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ST 

every has ,ta3 

.contained the value they were “ con 

value of the coin cannot, however, al y i „ j fo exist, and 

its certified value. Such “ LTage tt W<1 ^ 

even with all the improvements m the ^t ot com g 
difficult to avoid them. What matters rs eoun- 

tion from the true mmt standard. The mint 1 

tries, dierefore, contam provisions from their 

not be legal tender at their certified value if they err^^^ 

legal standard beyond. a cert^ margin. toleration is ^ i 

legal tender wiAout pr^cri ^ a ^i ^ f 

open a way to fraud. In so tar as tne acl 

tSeration to die coins it authoraed to be issue rhat 

it was a salutary measure. It is to be regretted, 
the Act instituted no machinery with which to 
coinage conformed to die law.* Another „,.inciple of 

ment made by the Act was the recognition o received the 
- free coinage. The principle, though it that 

attention it deserv^es, is the very basis of a sound Y ^ 

it has an important bearmg on the cardmal quest! ° 
quantity of currency necessary for -die transactions ° ^ 

munity. Two ways may be said to be open by 
quantity can be regulated. One way is to close “ 
and to leave it to die discretion of the Government to man p 
the currency to suit die needs. The other is to keep tne 
open and to leave it to die self-interest of individuals mjj, 

the amount of currency they reciuire. In die absence ^ ^ 

tests to guide the exercise of discretion necessary in the' ^ 
closed Mints, the principle of open Mints has been agreed up 

* This machinery is prossded m England by what is known as ^ Retuh 

PlTC." Eor a history of tins institution and the way it functions, H. o ‘ th 
203 of 1866. During the tunc of the East Ind.a Company the mamten^ 
standard putit/ of the Indian coins aUvays formed a most anxious concern ot 
of Duectors The coins of Indian mintage were regularly required to be j, 

to Engtind, wncre they were tested at a specUt Trial ot the Pyx and “la y_ 
ported back for the future guidance of tltc Mmt Masters m India. C£. H. or • 

Id of lSi9. Since the winding-up of the Company there is no machinery 
t the Mint Masters tn book. 



^ pUE ‘aSEuioo JOJ inij/^ am oj 

I q 103 pne Doifjnq j3a]is ptnj pjog jjy -£1 ucpoag 


■jatjAf aqj ojin idpaaj joj jg aures aijj japuaj oj se os 
utoo pire uojifnq tjDtis Supjno 30 Sop]3ui joj psiAaj aq os|e jjsqs 
oira pno uoqpq jjAps no a]|iiit jsd auo jo puE ‘u;o3 pus uoinnq 
p {03 no ojpur jad qunoj-atio go aSjeqo y aoipag^j _ 


•jojaudojd aqi 03 apEcu aq oj mrnaj aqi raojj 
qons go aonpojd aqj no nnaa jad ^ JQ- aici aqj jb ijnp b 03 soaC 
-qns aq pcqs ‘sa{m- 3 U[jA[ pius aq3 q3tAi aonBpjoDOE ut aq3 03 
aSEinoo jog aqSnojq uioo jo uoiqnq jaAjis ijy • \i nonaag,, 


•sajnj-jnijAj pres 

aq 3 qijAA aauBpjoDOB uj 3Uig^ aq3 03 oSeuiod Jog qqSnojq uioo pjoS 
]{B no puB nojunq pjo 3 jje go aonpojd aqj no juigAj aip 30 ntiaa jad 
aadni auo go ajBj axp 3B paiAoj aq jjEigs iCqnp y 'qj uopaag^^ 

■SE[03 poEsnotp auo uEqj ‘jraAfjs go asEo 
aqj ni ‘pun ‘Sejoj Xqjg ncqq ‘pjoS go asB3 ui ‘ssaj 30 a st uosjad auo 
Xq atnq ano 30 iqSnoq os XjpuBnb aqq 3cq3 os]b paptAojjj^ 
:aSEnioa jog qy aq tnoo'puu noyjnq qans qaip papiAOJj,, 

•.quipg aqq 03 jqSnojq Jiioo puB 
noiynq jaAps puE p|0§ yE aAiaoaj yBys jaqsEjAj juijaj aqq ‘aajog ut 
Supq atup aqq Jog sainJ-quijAj aqq oj qaofqttg '61 nopaag,/ 


— '.pajinbai gj 'aiqBjjiegSTtu 

-un 3JE gutod siip uo g^y P suoisrAOjd ’toogsAs gmm 

tisdo sqg 30 3DU3SS3 aqg 30 si qDiijAi uoptpuoD B—uiyq og paguas 
-aid yEgam aijg \iv tjjoa og jagsuj^ gujjAi oqg 30 uoigBSpqo sqg og se 
pjoAV E pauiEguoo sgoy JotpEa aqg jo suou ‘uiaas Aexxi gt se aSuEjgs 
‘gng 'jspusg jESay sem 3U0{e joggEy sip qSnoipyE ‘j9a|ts puE pjo? 
qgoq go sSeuiod 33JJ 3qg og U3do 3J3A\ Asip g3Ej 30 JsggEui e sy 
•3gEp gEqg sjogsq pssop sjsav sgulJ^^ sqg gEip pssoddtis sq og gou. 
St gx ‘gwH P aidpupd sqg pastuSoDSJ Apsoidxa OiCST P 
3Tp'3snE332 'Asusjjno 30 3soqg uEip Jotpo sasodind tog Agipoxii 
'UioD J3Xpo Aue se psiyddE puE ‘uAVEjpipiAV St UI03 3ip JO uoigiod 
E ‘ss3j sjinbsj og se qons sr spBjg 30 ogEgs 3tp ‘AjEJguos sip no '31 
Jssodjnd stqg J03 pgtdED sgt go Agigirenb jsSjej e gisAip og Agiutini 
-moD 3ip 30 gssgsgiif sip sog si gi ‘ranipsiu SingE}noro 30 gunoiOE 
sojEj E sjinbsg soistiitaoD 30 spuEoisp guiSESJSin sip gj 'psgEjnSsj 
ApBsigEtuognE si AgpuEnb sip ‘sgiiij^ij iisdo jspim sseo sip 3q 
p]noA\ se 'uoipnq ogut tnoo gjsAUOD pire uoijpiq J03 uiod inEgqo 
TIED jEnpiAipui Aj 3AS ■03qA\ 'suuid OA\g sqg 30 joijsdns sip se 


AifJOfj mjo uoiiD:>oisiQ sqg pUD pJopuDi^ JdA/ls si/I 
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^ h .his AS. « ««. 

cause, is unfit for coinage, ^hal ’ aforesaid, to such charge on 

as .h. 

General in Council prescribes m this behalf. 

“Section 24. The Mint Master, on die dclive^ °fnf°ro the 
shver bulUon or coin into the ^t for ^rdficatc &om 

proprietor a receipt which snail enu c bullion or coin 

L Assay Master for die net produce of such buUion 

payable at the General Treasury. 

( « Cprtion 25 For all gold bullion and coin, in respect 

S Li hh^ter haf granted a certificate, payment sluU 

be made, as nearly as may be, in gold coins 
or Act No. XVII of 1835; and the balance (if any) due to 
proprietor shall be paid in silver, or in silver and copper, co , 
in British India.” 


In the matter of paper currency the Government, it if ^ 
noted, did not proceed upon the principle of freedom ot issu , 
which then obtained in the country. There prevails the err 
neous view that before the introduction of the Government pap . 
currency the right of note issue was confined to the three Pr J* 
dency banks of India. As a matter of fact there e.xisted m India 
what is called the free banking system, in which every bank was 
at liberty to issue its notes. It is true that notes of the Presidency 
banks enjoyed a status slightly superior to that enjoyed by die 
notes of others banks in that they were received by the Govern- 
ment to some extent in payment of revenue*— a privilege foi 
which the Presidency banks had to submit to a stringent legisla 
tivc control on their busmess,t from which other banks whose 

• Cf. F. C. Harrison, Economic Journo!, 1891, Vol. 1, p. 726. 

t The reasons for such control arc to be found in the peculiar relationship dul 
subsisted between the Gosernment and the Presidency banks. Prior to 1862, as » su'* 
guard against their insolvency, the Presidency Bank Charters restricted the kuid <» 
business in which they were to engage themselves. Put very briefly, the principal 
restrictions imposed prohibited the banks from conducting forcign.cxchangc business, 
from borrowing or receiving deposits payable out of India, and from lending for * 
longer period than six months, or upon mortgage, or on the security of immovable 
property, or upon promissory notes bearing less tham two independent names, or upon 
goods unless the goods or htle to. them were dejiasited with the banks as security- 
The Government held shares m the. banks and appomted a part of the Directorate, fo 
1862, when the right of note issue was withdrawn, these statutory limitations on the 


50 
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■I9SI JO XIX »V JO A1 »o=S ? 

‘StC't'Sr '1 »pu33iy '09-6S8I •*°f Mitutuo^ }o jiqmvyp Avqxuo^ >t/} (o uoian 
355 'snjii jBSunMSAoj) *!» snsn ^pjcg v-/j XsjtsAojjnoj 5tp JO XiEUrams e joj 4 

(Yi-S ‘£681 ‘n«lY ‘wstSpji 

lGZ't6l 6S6'r3I seipcw " 

J’EZ'SPZ 6SK8EI- Xtqmoa " 

9i>6'£8c’l3 ££8't£Z'5S IKStwg jo 350115 


tiotiPiimo iuijuns ‘^ttng ptjt fo ntipjq 

ut TWjy s}uiwx>y 

— •’SutAAOIlOJ 

3q3 urojj joaptAS s; 58 'sjtfnoaoi; ittsnno jpqi oiop jsSiti seaa s3p3Eq Xoospissja 
33jqj sip 50 S5IOO JO ttoncjtiojp 3tp (jpgj uj jrqj pajoct 5q *isA 3 A\oq ‘pjnoqs ij , 


•ttpuj m uouB[siS3] Sotqoeq jo tiusjqojd 
jorMoam; oqi jo soo n squcq :s 3 tp jo jojjobo sqx •isqojj ^q sjoa SoiXord 

-■mooii sqj poe 'opj 'ooitjq Aiusy jig ^q soinuip; oorjasoBoa srqj in "j;} TOV 
ssintdojoa DEipuj aqj go snoisiAOjd 353 o) oiqinsuiE optur sje ^aqj ss' acj Iw m jdsssts 
‘nAa ontqAA jojjuos SApEJsiSaj Aat luojtj sonioan /jsjijus 033 q sirq tipirq XotispiWJd 
otqi -JOtfio S3fcrta 'ripni go ajoeg jruadvuj sqi oim sqotq Xsospissag sajip' sip 
p 3 }tmtS[ewr qinjM ' 0 Z 6 J JO jiATX loy ai psjwodjoDui ussq sabij suopniun] stsqi go 
sorog ‘iqatq 3qi ui ssjctp ni go SoKoiIsip put ‘sjojasjip pipipo juiotldir oj Smsvsa 
‘jtrauxsSrattu sqj m sstfsjsjjajBj jjsiip Sujooputqu ‘jsisiioq 'jusmuasAOjj ‘jay squrg 
tomptssig 3tp ^q nt pxoiiupi oism. pousd aaijjts sip jo suopaiA^sj pjo Sqi jjt 
d^atsD ‘Xiasqq arstp pssnqe sstta siiios tn SoiAcq sqnrq sqi Png •paSotqaun psoicowj 
joajnoa go asAiod jusuniwAOjj sqj qSno^ 'psxiqsj ({{atsafl sjsii squtq sip jo sssmsnq 


j3A]is jwjjno m (i) :jo3d3ijp autioare joj aSticipxa in sojou 
30 snssi 5t}j 0? |Mi3i pDuguoD sbah Amp s^juaurucd^Q sqx 

’Aovpjjn: 

oijpipui JO JSHBur 3xp tn'pcq 3 Uij'^ otp urqj Aoiiwjn: 

j3dEcI JO jojjEOi oqi tn noipjosip ojotn ou pEq ADusjjng jsdv^ 
JO auatirjJTjdsQ ogx 'AouMJno’ jsdcd 3gj jo uopujnBsj axp n 
ixKJXiniEdaQ 3U3aiaJi3Aot) >3xp OJ jjai iropojosip Aux: sca\ wxppx 
‘AotraJjrxD oqpijata oj pmSsj xjjtA\ assD oxp sca\ se Aoxioimo jsdfd jo 
Ajpxrenb sip Suinrawapp tn jjvd stavs oip AeicI oj psAvopc joii 
SBA\ 3S3J3jin sjBAijd jT jtxg ‘AousdJn^ Jadr-j jo jir3xnjJEd3(j oqj 

psjpio 3xi3XinJEd3(j jxipxiniJSAoj) V JO juato^Snuetu oxp oj pDjsnuxi^ 

crptij JO 3[oi^A3i_3xp^j o4 anss t pirorjctr e poqsifqEjs? sbav sjaxp 
uaqAA 4'i98X moJj'TEMTlwqcr^AV pxre if‘s:qOTg ADuapiS 

-3jg oip Aq xraA3 jou ‘spjos sSjej Ai3a Atrc tio sjjcreq 3tp jo Axis Aq 
p3SpJ3X3 U30q OAEq OJ XU33S JOU S30p 3W!ST JO XII0p33JJ STXp ‘J3A3 
-MOH -AXEf Aq rasxp oj xisdo jj^l seaX q^xq^ snssi jo jqSu otp xn 
StnSpjpxn xHOJj sqireq jsqjo oSEJnoDSjp oj juspqjns jou sbaa sSej 
- xiEApEqp snp jng ‘oxmxinijt 3J3 a\ paSgiAud os joir sjsaa ssnsst 


Aj/JOd SJi JO UOllDOOfSIQ 9t}} pUD pJDpUDlS 
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coin of the Government of India; (2) in standard silver bullion or 
foreign silver coin computed according to standard at rate of 
979 rupees per 1,000 tolas of standard silver fit for coinage; (3) 
m other notes of the Government of India, payable to bearer QP 
demand of otlier amounts issued within the same circle; and 
(4) in gold coin of the Government of India, or for foreign gold 
coin or bullion, computed at such ratio and according to such 
'rules and condiuons as may be fixed by the Governor-General, 
provided that the notes issued against gold did not exceed one- 
fourth of the total amount of issues .represented by coin and 
bullion. The whole of this amount was required by law to be 
retained as a reserve for the payment of notes issued with the 
exception of a fixed amount which was invested in Government 
securities, the interest thereon being the only source of profit to 
the Government. The limit to the sum to be so invested was 
governed “by the lowest amount to be estimated to which, 
according to all reasonable experience, the paper currency might 
be expected to fall.”* Estimating on this basis, the limit to the 
investment portion was fixed at 4 crores in 1861, i at 6 crores in 
1871,1 and at 8 croies in 1890.§ But notwithstanding the grow- 
ing increase in the investment portion, never was the fiduciary 
issue based thereon so greatH as to abrogate the essential prin- 
ciple of the Indian Paper Currency Law, the object of which was 
to so regulate the vohune of paper currency that it should always 
preserve its value by contracting and expanding in the same man- 
ner and to the same extent as its metallic coimterpart. 

• c£. Sir Richard Temple’s speech inlroducing the Paper Cu'rency Bill, dated 
h'arcH 25. 1S70. SHjrrewf Lr^LUc Council r'ocec^iags.VoX. EC, pp 151-52. ' 

t Act XIX, Sec. X. 5 Act in, Sec. 16. ^Acc XV. Sec. I. 

^ toPo.ving taolc shows trve dtstributioit of the paper currency reserve at 
three ciScrcat periodeJ 
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notes as currency, might rose them as remittance on difi^ent 
centres to avoid internal exchange, and the Government be ohbged 
to move funds between different centres to and fro, lest it should 
have to suspend cash payments. To imdertake resource opera- 
tions on such a vast scale between such distant centres when faci- 
lities for quick transport were so few, was obviously impossible,* 
and the Government therefore decided to curtail the encashment 
facilities of notes it issued. For the purposes of die paper cur- 
rency, the Government divided the country into a number of 
circles of issue, and each currency circle was further subdivided 
into sub-circles,t and the notes issued bore on their face the name 
of the circle or sub-circle from which tiiey origmated. Notes 
issued from any agency of issue situated in the territory comprised 
within a circle of issue were not legal tender in the territory of 
any other currency circle, nor were they encashable outside their 
own circle. Nay more, the notes issued from sub-circles subject 
to the same chief circle were legal tender in one another’s terri- 
tory, but were not encashable except at their office of issue or at 
the issue office of their chief circle. The sub-circle notes could 
thus be cashed at two places, but the notes of the issue office of 
the chief circle, though legal tender in the entire territory 
covered by it, were encashable nowhere except at its own counter, 
not even at any of its own sub-circles.t This want of imiversal 
cncashabillty, .though it saved the Government from the possi- 
bility of embarrassment, proved so great a hindrance to the popu- 


banklng. Neither o£ the two. however, grasped the fact that the profit on remit- 

oa diuercat centres owing to the prevalence o£ internal cichangp was so great 
that the commission allowed to the banks was an insufScieat inducement to cause them 
m promote the ^culadon of notes by providing fadlidcs at their branches for the 
free encashment of them. So iugh was the internal exchange, and so reluctant seemed 
the banks to popularize the notes, that Government finally dischraged them £fom 
being their agents for paper currency from January 2, 1865, Se^ House ol Commons 
Hctuin, East Indian (Paper Money) 215 of 1862. 

* Cf. the speech of the Hon. hlr. Laing on the Paper Currency Bill dated 
February 15, 1861, Vol. VIT, pp. 73-74 

^ Each sub-dtclc had wthln it a number of agencies of issue; but the agencies 
were centres cot of encashment but only of _ 

J For the inconveniences of the “circle'^ 'system and the various measures con- 
toroputed by Government to fadTitate the ' encashment of notes, set JUport of the 
Ch^mher oj Commerce for 1868-69, Appendii, pp, 309-16, 
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legal-tender power."' And as the Government chose to have 
legal-tender notes, the Legislature in its turn insisted on their 
bemg o£ higher denomination. At first it adhered to notes o£ 
Rs. 20 as the lowest denomination, though it later on yielded to 
bring it down to 10, which was tire lowest limit it could tolerate 
in 1861- Not till ten years after that, did the Legislature consent 
to the issue of Rs. 5 notes, and that, too, only when the Govern- 
ment had promised to give extra legal facilities for their .encash- 
ment.! On the whole, the desire of the Indian Legislature was 
to make the Indian currency safer, rather than economical, and 
such it undoubtedly was. 

How did the currency system thus constituted work.? Stabi- 
lity of value is one of the prime requisites of a good currency 
system. But if we judge the Indian currency from this point bf 
view, v/e find that there existed such variations in its value that it 
is difficult to escape the conclusion that the system was a failure. 


Taking the rate of discount as an evidence of the adequacy 
of currenq' for internal commerce, it was the opinion of such 
a high financial authority as Mr. Van Den Berg that the un- 
expected contortions and sudden transitions in the Indian money 
market were unparalleled in the annals of any other money mar- 
ket in any other part of the world.! India is pre-eminently ^a 
country subject to seasonal swings.§ Mid-summer is naturally a 
period of diminished activity, while autumn brings renewed 
vigour in all activities of social and economic life. Not produc- 
tion alone is affected by seasons. On the side of consumption, 
Indian social life is also subject to seasonal variations. There are 
marriage season, holiday seasons and holy seasons. Even dis- 
tribution has assumed in India quite a seasonal character. The 
practice of paying rents, wages, dividends, and settling accounts 
at stated intervals has been gaining ground as a result of 


• Ct iha speech of the Hon, Mr. Scone. September 22. 
U51. 


1S80, S L C P , Vo!, VI, 


For S4ch cxtfi taahrics, and raeasutes adopted to r-atenalize tbcm, cf tlx 

mtertstmg tp^h o£ ^Hon. Sir'lUehard Temple on the IStper Currency EjU dated 
lanuaiy is, iE7I, S L C F , Vol X, pn 22-25 


t T7ie ?forey IfarV/ anJ Pjpat Currency ol British India, Batavja, ISS-}, p. 3. 

5 It shou'd te noted that the slack and the buay seasons arc not uniformly dis~ 


% 



iinip ‘Smtnnu jaded WEAua joj ]eSaaa, sip jo lunoaetp jo’ aju sijx •. 











• liinf 

' 

' - 

' 


- ' - 7 “ 


, 05. * 03(7 

M * 

— 

— . 

• ^a^IS 


tIOJtJT? 

•Aojsr 





— 

- 0^ -joo 

0,4 pdas 

*' 

• ' ' — 

— 

- Asng 

-pacr 

. • 41IDS ■ - 

Snv 

■430 

Ajlif 

, 3 ?a ' 


o^.-itjdv , 

, 04 Apif 

• 04 Acre 

04 Acre 

o; ‘oarr 

04 laJv 

■ - jjocis 

■Amf 

aanf -, 

, ludv 

nidv 

■AOM 

11 DJCI 5 < 

• Asng 

0? '^^ 3 . 

04 tpdv 

'04 -qaa- 

04 -AO^ 

04 -Snv 

04 -nef 



qocis 

- .. 


.< 

■ -oaa 

1 «« , >- 


t< 

* 

** 

• -AOij 

, ' »» 

Asnff • 

<4 

** 

I 4 

•400 

'* ti -x 

' " - ' 

Asng 

*• 

<« 

4 C 

• • 4 <i 0 S 

■ 5 I 0 CJS 



• * 

Asng 

< ( 

•Sny 

V ' , 

, 5 I 3 EIS . 

■«4 




• - Apf 


1 ' ** 

1 4 *- < 




' • annf 




,^ 3 ins 



• Aci^ 


5 ^ 


- ** . 

ft 

5 I 3 pS 

• ipdv 



** 



■ qajcre 

Asna 

ft 

Asng 

•4 

(( 

41 

‘ ’qag 

^PisiS 

Asng 

HO^IS 

A eng 

Jio’ilS 

Asng 

• • ■ ‘uef 

. « £ 

5 

' " 0 

■‘ 0 

“ 8 

” 6 

3 [oe]S 

fiTl-jUOW 9 

sq^noto 6 

eq^oom 9 

eq^tiom 9 

fiqreon f 

eq^noK ^ 

: ' • Asna 

SOXpCK ' 

' oioqc'i 

ojodnueb 

*oaqo«JtJ3. 
pac . 

'v%yiio\no 

•uooSauU' 

- , ^ 

• -VIPUI ” 

- 


- Aoqtnoa: 



- ■• •Bqreait 

maq^nog ' 









' VJpUl 



, > • ISMOHOJ '■ 

e XpjSnoj SI oopnqinsip aqx 'ipunos aip jo aaejjns ajoiiAs aip jawj pamquj 


tij -AjjunoD 3Tp JO A^ddns Aauom STp jo.AiuTJinSajji sqj'tn jtjSnos. 
sq oj ST TiouaTnouaqd b qons joj uopBxrejdxa . ’ 

' ' . 1' * ■* 

^^JBtOJOTiqB os 3J3AV 3JBJ :iUn03Sip 3ip UT SUOnBTUDnp ]BUOSE3S pip 

iBqj 33UB^sujnoJTO 3xp SBM. stiopcouqo ps a3>j;jBra Xsuotti ireipuj sqj 
fb suopiojuoD aqj spEca je^m jng rpjqEpiOAEun sje ‘ppZTpjJOTHsp. 
Suraq raojj 533{JBta 3ip 3U3A3jd. bj qSnotp qSiq upsq , pAEq 
pjnoqs JT irsqAV sqjxiora ppEjs Surinp a\o{ SinjjEj pus ‘stropoBsxreu 
3ip sjEpmbTj PT qSnou3 A\o{ xissq pAEq ppioqs pT Usqiii sqiuora 
(snq SuTJnp qStq Siitjeos sjiij' TutioDsip" bqj Aq .pssrisD suopEip 

'Onp 3ip ‘3JT{ {EIOOF pXIE OnnOUOa? sqr JO J3PEaEq3,|EU0SE3S 3xp 03 
pjESsj SuTAEJJ 'SPtpp 3B -SorpEJ pXIE 'JEsA 3tfl‘jO SpOUSd UTE3J3D 
3 E guisiJ -‘Apuora JOJ puETUPp' iEpos 3q3'trt raipAqj JP ptni| e sjej 

-3U3§ 3S3Tp ]|V 'POTJEZniESjtO 3X01011033 0333^^ qXTAV 3310003 

Av,JDJ Sil JO UOliDOOIStQ pUD pOOpUDiS 



















History of Indian Currency and Banking 

order that money may be had at a uniform price, its supply 
should be regulated according to the variations in the demand for 
it. It is well to recognize that the demand for money is never 
fixed. But it will avail nothing until it is realized that the 
changes in the demand for money which take place from year to 
year with the growth of population, trade, etc., belong' essentially 
to a different category from the fluctuations in the demand for 
money which occur within the course of a year owing to seasonal 
influences. In any well-regulated currency it is necessary to dis- 
tinguish these two categories of changes in monetary demand, &e 
one requiring steadiness and erpansibility and the other elasticity. 
On a comparative view it seems more than plausible that a 
metallic money is as especially adapted to furnish this element of 
steadiness and stability as paper money is to, furnish that of elasti- 
city. Indeed, so appropriate seem to be their respective functions 
that it has been insisted ^ tliat in an ideal system, these two forms 
of money cannot interchange their functions without making the 
currency burdensome or dangerous. The proof of the soundness 
of this view, it may be said, is found in the fact that, excluding 
tlie small transactions which take place by direct barter, the 
purchasing medium of any commercially advanced country is al- 
ways a compound of money and credit. 

On the face of it, the Indian currency is also a compound of 
money and credit, and as such it may be supposed that it con- 
tained provisions for expansibility as well as elasticity. But when 
we come to analyse it we find that it makes no provision whatever 
for elasticity. Far from allowing the credit part of it to expand 
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now (i.e. under the Act of 1884) as thsy would have tmder a [n uni . 
restricted system”; for, as he elsewhere ^gued, if the hmita- 
tion on fiduciary issue is arbitrary, and if people want more 
money, “it is always open to them to use metallic money instead. 
The limitation is imposed not upon money itself, but upon Ae 
representative part.”^ What, then, is the reason that Ae Ind^ 
Paper Currency Act should produce the evils which its English 
prototype did not? A prion there need'he^no such commlsions 
in a money market subject to such law.'^Th^ Act, by limiting 
the issue of notes, did seem to leave no choice but to use metallic 
money even for seasonal demand. This would he true if notes 
were the only form in which credit could be used. As a rnatter 
of fact, this is not so. Credit could take the form of a promise to 
pay, issued by a bank, as well as it could take the form of an order 
on the bank to pay, without making any difference to the social 
economy of the people who used them. Consequently, if under 
the provisions of the Act banks are restrict^ from issuing 
promises to pay, it does not follow that the only way open to them 
is a resort “to use metallic money instead,” for they are equally 
free to consent to honour as many orders to pay as they like. 
Indeed, the success or failure of the Act depends upon which of 
the tv/o alternatives the banks adopt. It is obvious that those who 
will submit to the ruling of the Act and resort to metallic money 
will have to bear the “convulsions,” and those who will circum- 
vent die Act by utilizing other forms of credit will escape them. 
The' chief reason, then, why die Act has worked so well in 
England and so badly in India, is due to the fact that, whereas 
English banks have succeeded in implanting the order or cheque 
system of using credit in place of die note system, Indian banks 
have unfortunately failed. That they should have failed was 
however, inevitable. A cheque system presupposes a literate 
population, and a banking system which conducts its business in 
the vernacular of the people. Neither of these two conditions 
obtains in India. The population is mostly^ illiterate, and even 
were it otherwise it could not have availed itself of the cheque- 
system, because Indian banks refuse to conduct their business in 
any other medium but English. Besides , the growth of the 

• Mosey tad she Meehesiism of Exefunse, Kegan Paul, London. 1890, p. 225. 
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the Indian banks from tliis point of view ? Owing to the 
absence of a cheque system the possibilities for tlie withdrawal of 
cash are great, and the reserve was required to be large in con- 
sequence thereof. A large part of their funds being thus held 
for a reserve, their resources for discounting were small. But 
there was a further weakening of their position as lenders by 
reason of the fact that the cash withdrawn did not speedily return 
to them. The result was that die Indian banks were obliged to cur- 
tail their discounts to a far greater extent than were the English 
banks, in order to preserve a due proportion between their cash 
and their credits. The absence of branch banking was an im- 
portant desideratum in this regard. But, even if there were 
branch banks, the’ money withdrawn could not have returned, for 
it was not left in tlie current channels of business. It was locked 
up in Government treasuries, whose operadons were independent 
of the banking transactions of the country. Of course, there 
could be nothmg inherendy wrong in the maintenance by a 
Government of an Independent Treasury, and if its operations 
were to have a resultant connection with the operations of the 
business community no harm need arise. But the operations of 
the Indian Treasury ran counter to the needs of business. It 
locked up when it should have released its hoards, and released 
its hoards when it should have locked them up. 

The causes that “ convulsed ” die Indian money market had 
therefore been the inelasticity of the credit media and the work- 
ing of the Independent Treasury System in so far as they were 
the prime factors affecting the money supply of the country 
Chart 1). The evil effects of such convulsions of the discount 
rate can hardly be exaggerated.* In an economy in which al- 
most every business man must rely, at certain seasons, if not all 
the year round, on borrowed capital, the margin of profit may be 
wiped out by a sudden rise or augmented by a sudden fall in 
the rate^pf discount leading to under-trading or over-trading. 
Such flu^ations increase business risks, lead to higher business 
expenses and a greater cost to the consumer. They bring about 
swings in prices, promote speculation, and prepare for panics. 

.. American ccpcrience, cf. E W Kcmmcrcr, " Seasonal Variations in. the 

l\cw Yoik Money Masket," in T/k Amcncan 'Economic Reina/, ^^arch, 1911. 
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even its moral obligation to help the business community on the 
somewhat pedantic plea that in locking up currency it did not 
lock up capital.* Nor is it possible to say, since it was not 
upon to enunciate a policy, how far it would have gone to modify 
the Paper Currency Act so as to relieve the situation. Before, 
however, this controversy could end in a satisfactory solution for , 
imparting to the currency system that element of elasticity whjch 
it needed, there developed another and a greater evil, vvhi^ 
affected its metallic counterpart in a degree sufficient to destroy its 
most vital element of steadiness and stability of value, which it 
was its virtue to furnish. So enormous did the evil grow% and 
so pervasive were its effects, that it absorbed all attention to the 
exclusion of everything else. 

Wliat fixity of value between tire different units of its cur- 
rency is to the internal transactions of a country, a par of ex- 
change, is to its internal transactions. A par of exchange between 
any two countries expresses dte relative exchange values of their 
respective currencies in terms of each other. It is obvious from 


to use (hi whole balinccs for the uroe being deposited with them for banking purposes. i 
(3) The right to interest from Government when the Government balance at the head 
ofiices of the Bank of Bengal, Bank of Bombay, and Bank of Madras fell below the 
minitnma of ■fS lakhs, 25 ihtirs, and 20 bkhs respectively, (4) Permission to employ 
"the vvhole of the balances (at branches) however large for the time being” 

battki.-'g purposes, subicct to the condition that each branch should “at all times he 

ready to meet the drafts of tlie Government” to the extent of the Government balances 
at die bsaceb. 

The,c revrsed agreements were to remain in force till March, 1, 1574. In 1874 
d,' qucvrion of the revision of the thaitcrs of the Presidency banks was under considers- 
tw<n, and it was the aim of die Govemmeat to continue to the banks the right to use 
tie wl-o’e Government balances. fust at this time (1874) diliiculdcs oaurred with 

the Pv.ik, tf Bo!nh*v and the Government could not draw upon their balances Tin* 

kd to a rcconiidvratarn of the pokey of mergmg the Govcxnrnenc ba!.uiccs vvidr the 
■( A.ifc kA'a-'ms ard leaving d,rn» in the emt^y of the banks. rkfier a somewhat 
Icaythy d u.v..i.ua ihe Gavercirrat <f Inrlia reverted to the system of Independent 
Tjera^ry kv .fivCtoiiag vvloit were called Seiervc Trcaiuries at the headquarters of the 
pir'hJit,c..5 vvliicb Irc'.d the C'jvcrnrcalt latancev prcvfciusiy held by the Presiderxty 
hr!...!- fee a hixioty of this rp.viJe jer IXeave of Commens Returns Ki9 arid 505 of 
Ufrl, ilia 15. Bru’lyatc, .(u .irroHBt oj ike Prendeocy Benks, Chap. VU. 

* In ibe derpatih of »4ay In75t vanci..ming the frr-cs^abhshrr.cnx of tlie In- 
dt';e..,'vnr tsuuxii/ Sv-gxio, d- baois were ad-viosished by the Seciet.j->' of Sure thui: 

. 1.1 vx-pp.ad b, Govrsn-Oen.. apU not scprcstnting d,c savings c£ u*c community. 
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India seldom deviated* from the normal! rate of Ir. W/‘zd. for 
R. 1. So steady was the rate up to 1873 that few people were 
conscious of the fact tiiat the two countries had different cur- 
rency standards. After 1873, however, the rupee-sterling ex- 
change suddenly broke loose from this normal parity, and die 
dislocation it caused was so great and so disorderly (Chart II) that 
no one knew where it would stop. 

The rupee-sterling exchange was in reality a reflection of the 
gold-silver exchange. When, therefore, it is said that the rupee- 
sterling before 1873 was stable at In 10/4<7., it merely meant that 
the gold-silver exchange before 1873 was stable at tlie ratio of 1 
to 1514 ; and that the rupee-sterling exchange was dislocated ^tcr 
1873 meant that the gold-silver exchange lost its old moorings. 
The question which therefore arises is why was the ratio of ex- 
change between gold aiul silver disturbed after 1873, as it never 
was before that year? Two factors have been appealed to as 
affording a sufficient explanation of what then appeared as a 
strange phenomenon. One was the demonetization • of silver as 
the standard money medium by the principal countries of the 
world. This movement in favour of demonetization of silver was 

dependent Treasury system. The war, however, hastened the course of events. 
It proved the necessity of coKjpcranoTi between the Presidency banks and the 
Government, and also die need of a large and powerful Bankbg Insdtudon. 
This was accomplished by the amalganiation of the Presidency banks into an Imperial 
Bank of India (Act XLVII of 1920), with the inauguration of which the Independent 
Treasury system is again m the process of abolition. For a history of episodes of the 
Independent Treasury after 1876, ree Appendices to the Intcnm Report of the Chamber' 
lain Commission, Vol. I, Cd. 7070 of 1913, Nos. I and II. 

• It appears, however, from the chart that the rupee-sterling exchange before 1873 
was not quite stable. But the fluctuations in it arc to be attributed to quite a different 
set of factors. It should be noted that the rates of exchange used for reducing die 
Indian moneys into sterling during the tunc of the East India Company had been 
various : moreover, they had so htdc relauon to the intrmsic value of the coins ex- 
changed that the actual rates ofEclally given were hr from the actual market rates. At 
having a bearing on this interesting subject, consult H. of C. Sessional P.vpers 735 II 
of 1931-32 : Appendix Np. 20, Correspondence, etc., retaling to the rates of exchange 
at which the currencies of India are converted into sterling ; also Tucker, H. St. George, 
Remarks on the Plans of Finance, 1821, passim, and Memorials of Indian Gov- 
crnmenl, 1853, by the same, pp. 382-85. 

t Normal only if 1514 to 1 be taken as the normal rauo between gold and silver, 
which ihc case for nearly sc>ciity ycars» * 
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question of uniformity of coinage. But ^erc occurred a circum- 
stance wlticli extended its application to the question of currency 
When this agitation for uniform coinage grew apace, the Frmch 
quite naturally wished that their comage system, which had al- 
ready been extended over the area comprised by the Latm Umon, 
should be taken as a model to be copied by other countries outside 
the Union in the interest of uniformity. Wi^ this end in view 
the French Governinent approached the British Government of 
the time, but was told in reply that the Bridsh Government could 
not consider the sugS^stion until France adopted the single gold 
standard.'* Far from being taken aback, the French Govern- 
ment, then so anxious to cultivate the goodwill of England, 
proved so complacent diat it felt no compunction in conceding to 
the British the pre-requisite it demanded, and indeed went so far 
out of tile vyay, when the Conference met in Paris in 1867, t^t it 
actually manoeuvred f the Assembly into passing a resoludon 
“that for uniform international coinage it was necessai y diat gold 
alone, should be die pruicipal currency of the world.” So much 
importance was attached to the question of uniformity of coinage 
that those who passed the resolution seemed not to have noticed 
what sacrifice they were called upon to make for its achievement. 
Perhaps it would be more correct to say that they did not know 
that they were affecting by their decision the currency system of 
the world. All diey thought they were doing at the time was to 
promote uniformity' of coinage and nothbg more.f But what- 
ever the extenuating circumstances, the result was disastrous, for 
when the resoludon came to be acted upon by the different 
countries assembled, the real end of the Conference, namely uni- 
formity of coinage, was completely lost sight of, and the proposed 
means eventually became the virtual end. 


The ball once set rolling, the work of demonetizing silver 
began to grow apace. First in the field was Germany. Having 
vanquished France in the war of 1870, she utilized the war in- 


• Cf. evidence of Prof 
Dcpte«ion in England, 1892. 


Foxwell, O. 23,876, Royal Commisaqn on Agricultural 


f For which cf. RusmH, op, p. 46 

• ^ 'honourable excepuon mu,t be made in the case of Dr Mecs, the represan- 
tauve of Holland, who drew aitcnuon to the harm likely to result fromVts resolution. 
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of the Union to adopt similar measures. The delegates of the 
Union met in Paris m January, 1874, and 

“agreed to a treaty supplementary to that originally framed in 
1865, and determined on withdrawing from individuals tlic full 
power of free coinage by hmiting to a moderate sum the silver 
five-franc pieces wliicli should be coined by each State of ,thc 
Union during the year 1874.* 

The respective quotas fixed for 1874 were slightly increased 
in 1875, but were reduced in 1876. t But the actual coinage did 
not even reach these small quotas. So gready was the Union 
perturbed by the silver situation that during 1877 the coinage of 
silver five-franc pieces was, with the exception of Italy, I entirely 
suspended. This action was, however, only a preliminary ta the 
Treaty of November 5, 1878, by which the Latin Union agreed to 
close its Mints to the free coinage of silver till furtlier action. 
Though at first sine die, tite closure proved in the end perpetual.il' 
Simultaneously with the precautionary measures of the Latin 
Union, Russia suspended, in 1876, the free coinage of silver except 
to such an amount as was necessary for the purposes of her trade 
with Chma,§ and die Imperial Decree of November 22, 1878, 
directed that all customs duties above 5 roubles and 15 copecks 
should be payable in gold.^ Austria in like manner suspended 
the free coinage of silver in 1879.** 


* Laughlin, op cit , 

p 155. 



f quotas fixed at the Conferences for the several 

were ; — In Mtlltons of francs. 

member* of 

the Union 


1874. 

1875. 

1876. 

France 

. 60 

75 

54 

Belgium 

. 12 

50 

36 

Italy 

. 40 

15 

10 

Switzerland 

8 

10 

7 

Greece 

. — 

— 

3 


— 

— 

— — 

In 187*1 Italy was allotted 
She was allowed 

120 

150 

110 

an extra 20 million francs. JBid.j p 
to coin 10 millions of them. 

. 155. 



p. 158. 

§ Report of the Direelorj of the Mint, ’Wasbiagton, 2893, p. 23. 

^ Cf. P. Wilhs, "Moneury Ktform m Russa" in the foiwna/ of PohlJcal Economy, 
'ol. V, p. 291. 

"Resumption of Specie Payment in Austria-Hungary,” in 
oiirnal of Polmcal Economy, Vol. I, pp, 3S0-7. 
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The history of the production of the precious metals in 
modern times begins from the year 1493, a date which marks the 
discovery of the American continent. Reviewing the results of 
the production from 1493 to 1893, a period in all of 400 years, we 
find that during the first hundred years the production of gold 
and silver rises at a uniform rate of progression. Assuming the 
annual average production of each during the first century (1493- 
1600) in the modern history of their production to be 100, it will 
be seen that in the next century (1601-1700 the index number for 
the production of gold rises to 130 and tliat of silver to 176. This 
rate of progression is also kept up in the succeeding century (1700- 
1800), during which the figure for both gold and silver approxi- 
mates to 270, and continues without much disturbance up to 1810, 
when the respective index numbers stood at 228 for gold and 293 
for silver. From this point onwards, the relative production of 
the two metals underwent a complete revolution. During the 
next thirty years (1841-70) the production of gold readied un- 
precedented heights, while that of silver lagged behind, rdative- 
ly speaking. The index number for silver production advanced 
only to 450, but that for gold went up to 2,124. This revolution 
was followed by a counter-revolution, as a result of which the 
position as it stood at the end of 1870 was well-nigh reversed. 
The production of gold received a sudden check, and though it 
had increased enormously' between 1840-70 it remained stationary 
between 1870^93. On the other hand, the production of silver, 
which was steady between 1841-70, increased threefold between 
1870-93, so that the index number for its average annual produc- 
tion during the latter period stood at 1,260. 

In the controversy which arose ovqr the reasons, which 
brouglit about this dislocation and decline in the value of silver in 
terms of gold, there were parties to whom one of these nvo factors 
was a sufficient cause. One side ar^ed that had suspension or 
demonetization of silver not taken place, its value could never 
have follen. This position was vehemently challenged by the 
other side, which believed in the over-supply of silver as the 
primary cause of its depreciation. Now, was the argument from 
relative over-supply- sufficient to account for die faU in the gold 
value of silver 3 On the face of it, the explanation has the plaus- 
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silver was an assumption which had no foundation in reality. 
On the contrary, a glance at the figures for relative production 
discloses the curious fact that since the beginning of the eigh- 
teenth century silver, instead of rising, has been falling in propor- 
tion. With the exception of the first quarter of the nineteenth 
century, silver had formed, throughout the two centuries covered 
by the table, a diminishing proportion as compared witli gold.* 
Indeed, never was the proportion of silver so low as it was in the 
latter half of the nineteenth century, and even when after 1873 
it began to grow it did not reach half the magnitude it had 
reached in the beginning of the eighteenth century. The second 
conclusion which these facts were claimed to sustain was that the 
value of silver in terms of gold did not move in sympathy with its 
supply relative to that of gold. According to theory, tlie value of 
silver should have been rising because the relative volume of its 
production had been diminishing. On the other hand, a closer 
examination of the figures of relative values and relative produc- 
tions, as given in the foregomg table, instead of showing any close 
correlation (sec Chart III) between them, pointed to the contrary. 
Instead of supply and value being inverse in proportion, it showed 
that as its supply was falling there was also a fall in its value. 
Such being the facts of history, it was contended that they gave 
no support to those who rested their case on over-supply rather 
than on demonetization as a sufficient explanation for the depre- 
ciation of silver. 

} 

Apart from such minor points, the issue was considerably 
narrowed by the peculiarity of the events of the twenty years pre- 
ceding and following the year 1873t Compare, it was said, the 
period commencing with 1848 and ending with the year 1870 with 
the period following 1870, and there emerges the arresting fact 
that these two periods, though they have been the opposite'’of each 

* tn Tiew of this, it is a matter of some surprise that such an eminent economist as 
Prof. W. Laos should have ceased to be bimetallist on the ground that the enormous 
inaease of ^ver miUuted against the establishment of a permanently high' ratio with 
gold. Ct. his essay on “The Present Monetary Situation." in the Economic Studtet of 
the Amencan Economic Associotion, 1896, Vol. I. No. 4, pp. 273-77. The habit of 
measunag the production of silver in terms of value is no doubt largely responsible for 
this Quite Uiifouadcd iioaoo. 


_ ^ .®' “BimcuUisra: Its Meaning and Aims," in The (Oxford) 

Economic Rectew (1893), Vol. HI. p. 302. 
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3j pouad puoaas atp tn aaEjd 3^003 3EqM a^pj SutqtXuE poijad 
3sjp aq3 tn siE33tu 0 AV 3 atp jo sanpA aApEpj aq3 tii aauBqjtnjsip 
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rating of 1 to 15^2 became more uniform, with the result that the 
monetary standard throughout that period was either 1 gr. of gold 
or 15% grs. of silver. On the other hand, during the second 
period, the “ or ” which characterized the first period was deleted 
by the silver-demonetizing and suspending decrees. In other 
words, the first period was characterized by the prevalence of 
bimetallism imder which the two metals could be used inter- 
changeably at a fixed given ratio. In the second period they 
could not be so used owing to the fact that the fixed ratio 
necessary for interchange had been abrogated. Now, could the 
existence or non-existence of a fixed ratio be said to be such a 
powerful influence as to make the whole difference that set the 
two periods in such marked contrast.? Thar this was the factor 
which made the whole difference was the view of the bimetallists. 
It was said that, by virtue of the monetary system prevalent 
during the first period, gold and silver were rendered substimtes 
and were regarded as “ one commodity of two different strengths.” 
So related, the conditions of supply had no effect upon their ratio 
of exchange, as would have been the case in respect of a com- 
modity without a substitute. In the case of commodities which 
are substitutes, the relative scarcity of one can give it no greater 
value in terms of the other than that defined by their ratio of 
exchange, because by reason of the freedoni of substitution the 
scarcity can be made good by the abundance of the other. On the 
other hand, the relative abundance of one cannot depreciate its 
value in terms of the other below the ratio of exchange, because 
its superfluity can be absorbed by the void created in consequence 
of a paucity of tlie other. So long as they remain substitutes with 
a fixed ratio of substitution, nothing originating in demand or 
supply could disturb their ratio. The two being one commodity, 
whatever changes take place in tire demand or supply of either 
system beyond the needs of commerce express themselves in the 
price level exactly as though one of them alone was the money 
medium ; but their ratio of exchange' will be preserved intact in 
any case. 

In support of this was cited the authority of Jevons, who 
s aid* : 

^Theory of Political Eca’iomy, -tth td., 1911, pp. 134-36. 
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—Furchaang Power of Mopey, 1911, PP- ' ' iUusttadons given 

• -Elementary Principles of Eeaaomtcs, 191 , pp. . , success or failure 

by Prof. Fisbcr he appears, although he does not mean it, to make the success 
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“that the question of bimetallism is ““ indcteiminate 

.ny precise and simple and many com- 

problem. .It ^tjrblrSSS inaccurately known on m 
m^y‘'"aitogethet unknown. ...” 

Nonetheless, it is certain f ' ^eX'ys'™ »« 

.A, ratio and the market -'Xt hereX Metallic system, 
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* risher, furchiang Patter of Money, 1911, pp- 134-35. 
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CHAPTER m 

THE SILVER STANDARD AND THE EVILS OF ITS 
INSTABILITY 

The economic consequences of this rupture of the par oi ex- 
change were of the most far-reaching character. It divided Ac 
commercial world into two sharply defined groups, one using 
gold and the other using silver as their standard money. When so 
much gold was always equal to so much silver, as was Ac case 
previous to 1873, it mattered very little, for Ae purposes of mter- 
national transactions, wheAer a country was on a gold or on a 
silver standard; nor did it make any difference m which of Ae 
two currencies its obligations were stipulated and realized. But 
when, owing to Ae dislocation of Ae fixed par, it was not possible 
to define how much siher was equal to how much gold from 
year to year or even from month to month, this precision of value, 
Ae very soul of pecuniary exchange, gave place to Ae un- 
certainties of gambling. Of course, all countries were not drawn 
into Ais vortex of perplexities in Ae same degree and to Ae same 
extent, yet it was impossible for any country which participated 
m international commerce to escape from being dragged into it. 
This was true of India as it was of no other country. She was 
a silver-standard country intimately bound to a gold-standard 
country, so that her economic and financial life was at Ae mercy 
of blind forces operating upon the relative values of gold and 
silver which governed Ae rupee-sterling exchange. 

The fall increased Ae burden of Aose who were under an 
obligation to make gold payments. Amongst such, Ae most 
heavily charged was the Government of India. Owing to Ae 
exigencies of its political constitution, that Government has been 
under the necessity of making certain payments in England to 
meet: (1) interest on debt and on Ae stock of the guaranteed 
railv/ay companies ; (2) expenses on account of Ae European 
troops maintained in India ; (3) pensions and non-effective allow- 
ances payable in England ; (4) cost of Ae home administration*; 


Smcc the Rcfotra Aa ot 1920 that part of this cost which waj “political” 
beea placed upoa the Bnush Estimates, 
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The effect of such a growing burden on the finance of the 
Government may well be imagined ; the condition of the Govern- 
ment, embarrassing at first, later became quite desperate under 
this continuously increasing burden. It enforced a policy of high 
taxation and rigid economy in the finances of the Government 
Analysing the resource side of the Indian Budgets from the year 
1872-73, we find that there was hardly any year which did not 
expire without making an addition to die existing imposts of the 
country. In 1872-73, there commenced the levy, of what were 
called Provincial Rates. The fiscal year 1875-7d witnessed the 
addition of R. 1 per gallon in the excise duty on spirits. In 1877- 
78 the Pass Duty on Malwa opium was raised from Rs. 600 to 
Rs. 650 per chest. An addition of a Licence Tax and Local Rates 
was made in the year 1878-79, and an increase of Rs. 50 per chest 
took place in the Malwa Opium Duty in the following year. With 
the help of these imposts the Government expected to place its 
finances on an adequate basis. By the end cf 1882, it felt quite 
secure and even went so far as to remit some of the taxes, which 
it did by lowering the customs duties and the Patwari Cess in the 
North-Western Provinces. But the rapid pace in the fall of the 
exchange soon showed that a resort to further taxation was 
necessary to make up for the increased cost of the sterling pay- 
ments. To the existing burdens, therefore, was added in 1886 an 
Income Tax, a duty of 5 per cent, on imported and also on nori- 
illui^ating petroleum. The Salt Duty was raised in 1888 in 
India from Rs. 2 to Rs. 2^, and in Burma from 3 annas to R. 1 
per maund. The Patwari Cess of the North-Western Provinces, 
repealed in 1882, was re-imposed in 1888. The rates of duty on 
imported spirit and the excise duties on spirits were not only 
raised in 1890, but were afterwards added to in every province. 
An excise duty on malt liquor was levied in 1893, and another on 
salted fish at the rate of 6 annas per maund. The yield of the 
taxes and duties levied from 1882-83 was’* as follows ; — 


Sources. 

1882-83 

1892-93. 

Salt .... 

Excise . 

Customs . 

Assessed Taxes . . [ 

Rs. 

5.67.50.000 

3.47.50.000 

1.08.90.000 
48,40,000 

Rs. 

8.14.90.000 

4.97.90.000 

1.41.80.000 

1.63.60.000 

•Report of the Indian Currency Committee, 1893, App. n, p. 263 
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to obtain relief by applying die pruning knife to the rank growth 
in departmental extravagances * Even with such heroic efforts 
to increase the revenue and reduce the expenditure^ the finances 
of the Government throughout the period of the falling exchange 
were never in a flourishing state, as is shown in Table XIL 

Much more regrettable was the inability of the Government, 
owing to its financial difficulties, to find money for useful public 
works. The welfare of the Indian people depends upon turning 
to best account the resources which the country possesses. But the 
people have had very litde of the necessary spirit of enterprise in 
them. The task, therefore, has fallen upon the Government of 
India to provide the country with the two prime requisites of a 
sustained economic life, namely a system of transport and a net- 
work of irrigadon. With this object in view the Government had 
inaugurated a policy of developing what were called “Extraordi- 
nary Public Works,” financed by capital borrowings. For such 
borrowings India, as was to be expected, hardly offered any 
market, the people being too poor and dieir savings too scanty to 
furnish a m^icum of the required capital ouday. Like all Gov- 
ernments of poor peoples, the Government of India had therefore 
to turn to wealthier countries diat had surplus capital to lend. 
All these countries unfortunately happened to be on the gold 
standard. As long as it was possMe to say that so much gold was 
equal to so much silver, die English investor was indifferent 
whether the securides of die Government of India w^erc rupee 
securities or sterling securities. But the fall in the gold value of 
silver was also a fall in the gold value of the rupee securities, and 
what was once a secure investment ceased to be so any more. This 
placed the Government in a difiScuIt position in the matter of 
financing its extraordinary public works. Figures in Table XIII 
are worth study. 


^ic English investor would not invest in the rupee securities. 
^ important customer for the Indian rupee securities was thus 
lost. l*he response of the Indian money market was inadequate. 
To issue sterling securities was the only alternative to enable the 
Oovcrnmcni to tap a bigger and a more constant rcsen'oir for the 
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drav/ing of capital to India ; but as it .was bound to .increase' the 
burden of the gold payments, which it was the strongest interest 
of the Government to reduce, the resort to the London money 
market, xmavoidable as it became, was somewhat restrained,* 
with the result that the expansion of extraordinary public works 
did not proceed at a pace demanded by the needs of the country. 
The effects of this financial derangement, consequent on the, fall 
of the exchange, were not confined to the Government of India. 
They were immediately felt by the municipalities and other local 
bodies who were dependent upon the Government for financial 
aid. So long as the cash balances were overflowing in the 
Treasury of the Government, “ one of the most useful ways ” to 
employ them was found in lending a portion of them to these 
local institutions. As they had just then been inaugurated undci 
the local self-government policy of Lord Ripon’s regime, and were 
Idoked upon only as an experiment, their taxing and borrowing 
powers were rigidly limited. Consequently, this financial: aid 
from the Central Government by way of temporary advances wai 
a resource of inestimable value to them. When, however, the 
cash balances of the Central Government began to diminish owing 
to. the continued losses by exchange, these facilities were severely 
curtailed, t so that the vcry-vitality qf these, institutions: was' threat- 
ened just at the moment when they needed all help to foster theii 
growth and. strengAen' their' foundations. ' ■ 

•- - Addressing the. Secret^ of State, the Government of India 
in. a'despatcE'dfTeBruSy,2,T88fi, observed r ' ' 'r ' ■ 

. • ' hesitate to repeat that the facts set forth it 

. '/.I preceding paragraphs are, from the point of Indian inter«ts 

. ; ' , intolerable ; and the evils which we have'enumeiratetl do not exhaus 
y,,. catalogue. ^ Uncertainty regarding the future of silver dis 
' invcstniMt of capital In India, ' and we find' ii 

S' -tnipossible to borrow in 'silver dscept at an excessive' cost. 

•During the peri^ o£ falling exchange the dutribudon of the debt of India wti 
follow*.— / Sterling- Dedt. - Rupee DeBt. 

. , Ecd of 187374 . ’ . ■ -41,117,617 66,41,72,900 

/ , End of 1898-99 ‘ 124,268.605 1,12,65,04,340 

; ' ■ ’ Currenep Contmufee .(1898),, Appendix II p. 179., 

» ‘ ; fCf. Finpncijl Stmentent, .1^76-77, p. 94. 

c. “ises of g/ ----- , , 

.'88 , ^ 
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“Oa the other hand, the Frontier and Famine Railways 
which we propose to construct, and the Coast and Frontier 
defences which we have planned, are imperatively required 
and cannot be postponed indefinitely. '' 

“We are forced, therefore, either to increase our sterling 
(liabilities, to which course diere arc so many objections, or to do 
'without the railways required for the commercial development of 
(the country, and its protection against invasion and the efiects of 
Ifamine. 


^ =* * •» * 

“ 11. Nor can the difficulties which local bodies experience 
in borrowing in India be overlooked. The Municipalities of 
Bombay and Calcutta require large sums for sanitary improve- 
ments, but the high rate of interest which they must pay for silver 
loans operates to deter them from undertaking expensive works, 
and we need hardly remind your Lordship that it has quite re- 
cently been found necessary for Government to, undertake to lend 
the money required for the construction of docks at Calcutta and 
Bombay, and that when the Port Commissioners of Calcutta 
attempted to raise a loan of 75 lakhs of rupees in September, 1885, - 
guaranteed by the Government of India, the total amount of 
tenders rvas only Rs. 40,200, and no portion of tliis insignificant 
amount was oSered at par. 

The importation of capital on private account was hampered 
for similar reasons, to the great detriment of the country. It was 
urged on all hands, and was even recommended by a Royal Com- 
mission,'* that one avenue of escape from the ravages of recurring 
^famines, to which India so pitifully succumbed at such frequent 
intervals, was the diversification of her industries.* To be of any 
permanent benefit, such diversified industrial life could be based 
on a capitalistic basis alone. But that depended upon the flow ,o£ 
capital into the country as freely as the needs of the country re- 
quired. As matters then stood, die English investor, the largest 
purv'eyor of capital, looked upon the investment of capital in India 
as a risky proposition. It was feared that once the capital was 
spread out in a silver country every fail in the price of silver would 
not only make die return uncertain when drawn in gold, but 
would also reduce the capital value of his investment in terms of 

R‘Pon of ihe Famme Commisiwa of 1880, Part H, C. 2735 ot 1880, 

pp, 1 / 3 * 7 o , 

so 
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Servants were compensated to the extent of the difference at the 
cost of the Indian Exchequer* This relief was, comp^atively 
speaking, no relief to them. The official or the warrant rates of 
exchange, though better than the market rates of exchange, were 
much lower than the rate at which they were used to ihakc their, 
remittances before 1873. Their burden, like that of the Govern- 
ment, grew with the fall of silver, and as their burden increased 
their attitude became alarmist. Many were the memorialists who 
demanded from the Government adequate compensation.for their, 
losses on exchange.! The Government was warned ? that ' - 

“the ignoranc folk who think India would be benefited by lower- 
ing present salaries are seemingly unable to comprehend that, 
such a step "would render existence on this reduced pay simply 
impossible, and that lecaurse would of necessity be had to other 
• methods of raising money. ” ' ' 

Such, no doubt, was the case in the earlier days of Ae East 
India Company, when the Civil Servants fattened on pickings 
because their pay was small,§ and it was to put a stop to their" 
extortions that their salaries were raised to what appears an extra- 
ordinary level. That such former instances of extortions .should 
have been, held out as monitions showed .too well how discon- 
tented the Civil Ser\'ice was owing to its losses, through exchange. 

' Quite a different effect the fall had on the trade and industry 
of the country. It was in a,flourishing state as compared with the 
affairs of the Government or with the trade and industry of a 
' gpld-standard country like England. Throughout the period of 
, falling silver there was said to be a progressive decline relatively, to 
' ^pulation in the employment afforded by various trades and in- 
dustries in England. The textile manufactures and the iron arid 
. coal- trade were depressed as well as the; other ‘ important trades. 


^ 1SS7-8, pp. SWO. THj cost' tvat as foHows t , \ . 

■ 1S7-1-75 ... . Rj. 6,40,000 ' • -ISaS-Se . Rs.' 4,00,000 

'138445 ■. Rs. 18.43,000;'- 1886-87 . . Rs. 5,15,000 

! Ci, Kfiiort o/ tci Jnilm Cureccy Co? 5 r>/Vw<v ZSR3, App. J, pp. 185-90 sad p, 202, 
tar manwiaU o£ the Esiropcaa CstR Serranu. ' ' , 

I Cc. CoL Hu?ha-Hal!ett, Tie Dcfreciaaoa of the Rupee ; its ESect co (it 
An£.o4Biur. OSidd — tie. Wrong and the Remedy, LooiJon, 1887, p. 14. , . 

_ IThe.eaasecaqg betWCT the. tapadous coatfua o£ the esurly Europtaa CivU 
of- their saUHci svas. well brought out hy , CUtc in Hs 

re *■ House of Com- 

mor.s 03 tae East Inda Judicaasis Bill, Hatuard, Vol. XVH. pp. 334-39. 
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Another industry which figured largely in this expansion of 
Indian manufactures was jute. Unlike tlic cotton industry of 
India, the jute industry was of a comparatively recent origin. Its 
growth, different from tliat of the cotton industry, was fostered 
by the application of European capital, European management, 
and European skill, and it soon took as deep roots as the cotton 
ini^ustry and flourished as well as the latter did, if not better. 
Its history was one of continued progress as will be seen &oni 
Table XVIII. 

This increasing trend towards manufactures was not without 
its indirect effects on the course of Indian agriculture. Prior to 
1870 the Indian farmer, it may be said, had no commercial out- 
look. He cultivated not so much for profit as for indmdual self- 
sufficiency. After 1870 farming tended to become a business and 
crops came more and more to be determined by the course of 
market prices than by the household needs of the farmer. This 
is well illustrated by figures in Table XIX. 

Such was the contrast in the economic conditions prevalent 
^ '^ouiitrics. This peculiar phenomenon of a silver- 

. country steadily progressing , and a gold-standard 
country tending m a standstfll, exercised the minds of many of its 
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jiis case, was supposed to be the falling exchange* So much 
were some people impressed by this view that even the extension 
af the Indian trade to the Far East was attributed to this cause. 
Already, it was alleged, the dislocation of the par of exchange be- 
tween gold and silver had produced a kind of segregation of goldr 
using countries and silver-using coimtries to the exclusion of each 
other. In a transaction between two countries using the same 
metal as standard it was said the element of imcertainty arising 
from the use of two metals varying in terms of each other was 
eliminated. Trade between two such countries could be carried 
on with less risk and less inconvenience than between two 
countries using different standards, as in the latter case the un- 
certainty entered into every transaction and added to the expense 
of the machinery by which trade was carried on. That the Indian 
trade should have been deflected to other quarters t where, owing 
to the existence of a conunon standard the situation trade had to 
deal with was immune from uncertainties, was readily admitted. 
But it was contended that there was no reason why, as a part of 
the segregation of commerce, it should have been possible for the 
, Indian manufacturer to oust his English rival from the Eastern 
markets to die extent he was able to;dp’(re(? Table XX, p. 101). 

The' causes which effected such trade disturbances forraed’the- 
subject of a heated, controversy.! The point in dispute was 
. whether the changes in international tradcysuch as they were, were 
attributable, to the rnonetary dbturbances of the time. ' Those who 
- held, to the'-affirmative- explained their position' by arguing that 
j the falling exchange gave a bounty to the Indian producer and im- 
posed a, penalty -on the English producer. - The' cxistence of this, 
bqiinty, which was said to be responsible for. the shifting of the, 
position of established competitors in the field of international 
commerce, was based on a simple calculadon. It was said that if, 
Ae gold- value of, silver fell the Indian, exporter got more rupees 
for. ms produce, and was therefore better off, wWIe by reason of 


Report of the Royal Commission on Gold and -Silver Part I, pars. 

99-101, for a summary or'the arguolMt V - - 

tThc- distn^tfon o£-lndi:m,tra<Jc during this period was as shown on the page 99 




the evidence and memoranda by Profs. MarshkU and Ni 
ojal ^mmission on and.Sdver (1886); also Prof. Lexis. 'T'he Agio' on Gold 
Intemauonal Trade,-. In-&e Reonomie Journal, Wol. V.J^S. 
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History of Indian Currency and Banking 

.the same fact the English producer got fewer sovereigns and was 
therefofe.worse off. Put in'this naive form, the argument that the 
failing exchange gave a bounty to the Indian exporters and im- 
posed a penalty on the English exporters had all the finality of a 
rule of arithmetic. Indeed, so axiomatic was the formula 
regarded by its authors that some important inferences as to its 
bearing on the trade and industrial situation of the time were 
drawn from it. One such inference was tliat it stimulated exports 
from and hindered imports into the silver-using countries. The 
second inference was that the fall of exchange exposed some 
English producers more tlian others to competition from their 
rivals in silver-using countries. Now, can such results be said to 
follow from the fall of exchange? If we go behind the bald 
statement of a fall of exchange and inquire as to what determined 
the gold price of silver the above inferences appear quite un- 
tenable. That the ratio between gold and silver was simply the 
inverse of the ratio between gold prices and silver prices must be 
taken to be an unquestionable proposition. If therefore the gold 
price of silver was falling it was a counterpart of the more general 
phenomenon of the fall of the English prices which were 
measured in gold, and the rise of the Indian prices which were 
measured in silver. Given such an interpretation of the event of 
the falling exchange, it is difficult to understand how it can help 
to increase exports and diminish imports. International trade is 
governed by the relative advantages which one country has over 
another, and the terms on which it is carried on are regulated by 
the comparative cost of articles that enter into it. It is, therefore, 
obvious that there cannot be a chango in the real terms of trade 
between countries except as a result of changes in the comparative 
cost of these goods. Giyen^ a.„fall„.in gold prices ez/l rounds 
accompanied by a rise in jilver.prices M mti^'tEexe'was jrarBly 
any thing Jn.,the,mdh5ary.ffisturbance that- could~be said- to have 
^enabled -India to increase her exportation of anything except by 
diminishing. her, cxportation*,or, increasing. her, Jmportation of 
something else. , From the same view of the question of the falP 
ing exchange it follows that such a monetary disturbance could 
not depress one trade more than another. If the falling or rising 
exchange was simply an expression of tlie level of general prices, 
then the producers of ail articles were equally affected. There 
100 
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fallen, yet the ratio which gold prices in England bore to silvtj 
prices in India had fallen more, i.e. the price he received for his 
product was smaller than the outlay he had incurred. It is not 
quite established whether silver had fallen in Europe before it 
had fallen in India.* But even if that were so the possibility of 
a penalty through the fall of exchange proves that the bounty, 
if there was any, was not a bounty on the export trade as such, but 
was an outcome of the disharmony between the general level of 
prices and the prices of particular goods and services within the 
country, and would have existed even if the country had no export 
trade. 

Thus the bounty was but an incident of the general depre- 
ciation of the currency. Its existence was felt because prices of 
all goods and services in India did not move in the same uniform 
manner. It is well known that at any one time prices of certain 
commodides will be rising, while the general price level is falling. 
On the other hand, certain goods will decline in-price at the same 
time that the general price-level is rising. But such opposite 
movements are rare. "V^at most often happens is that prices of 
some goods and services, though they move in the same direcdon, 
do not move at the same pace as the general price level. It is 
notorious that when generi prices fall wages and other fixed in- 
comes, which form the largest item in the total ouday of every 
employer, do norfall in the same proportion ; and when general 
prices rise they do not rise as fast as general prices, but generally 
lag behind. And this was just what was happening in a silver- 
standard country like India and a gold-standard country like 
England during the period of 1873-93 {see Chart IV). Prices had 
fallen in England, but wages had not fallen to the same extent. 
Prices had risen in India, but wages had not risen to the same 
extent. The English manufacturer was penalized, if at all, not by 
any act on the part of his Indian rival, but by reason of the wages of 
the former’s employees having remained the same, although the 
price of his products had fallen. The Indian producer got a 
bounty, if my, not because he had an English "rivakto feed-upon, 
but because he did not have to pay higher wages,” although the 
. Plif?. prod uct had risem - - ^ 

*See infra, Cijap, IV. 
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countries will be limited in extent if the two countries have the 
same standard of value. Where there^ is no such coupon 
standard of value the limits, though they exist, are too indefinite 
to be of much practical use. The rupture of the fixed par of 
exchange, having destroyed a common standard of value between 
gold and silver countries, removed the limits on the exchange 
fluctuations between such countries. As a result of such 
tions in the value of the standard measure, trade advanced J>y 
“rushes and pauses,” and speculation became feverishly active. 

That progress of trade depends on stability is a truism which, 
seldom comes home until it is denied in fact. It is difficult to 
appreciate its importance to healthy enterprise when govenmcnt 
is stable, credit is secure, and conditions are uniform, ^d yet so 
great is the handicap of instability diat everywhere business m^ 
have been led by a variety of devices to produce stability m 
domains enveloped by uncertainty. Everywhere there have 
grown up business barometers forewarning business men of im- 
pending changes and so enabling them to forearm against them 
by timely changes in their operations. The whole of insurance 
business is aimed at giving stability to economic life. The neces- 
sity which compelled all regularly established Governments to 
maintain standard measures by which the true proportion between 
tilings as to their quantities might be ascertained and dealings in 
them regulated with certainty was motivated by the same purpose. 
The meticulous precision with which every civilized coun^ 
defines its standard measures, and the large machinery it main- 
tains to preserve tliem from deviation, are only evidences of the 
great importance that an economic society must continue to attach 
to the matter of providing precision of expression and assurance 
of fulfilment with regard to the contracts entered into by its 
members in their individual or corporate capacities. 

Important as are the standard measures of a community> 
measures of a community, its measure of value is by far the most 
important of them all.* The measures of weight, extension, or 
volume enter only into particular transactions. If tlie pound, the 

• Of t^irreticy ComnCure, IS9?. Q, StSOS-IO. 
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CHAPTER IV 


TOWARDS A GOLD STANDARD 

The establishment of stable monetary conditions was na^^Iy ■ 
enough dependent upon the restoration of a common standard 
of value. Plain as was the aim, its accomplishment was. by no' 
means an easy matter. Two ways seemed at first to be open for- 
carrying 'it, out in practice.. One was to adopt'a common metal, 
as currency, and since ail imp^tiat countries of, the world had , 
gone , over to the .gold- standard it meant the silver-standard 
countries should abandon their standard in favour of gold. The 
other w as to let the gold and silver standard countries keep to 
thclr~£urrencies and to establish between them a fixed ratio of 
exchange so as to make the two metals into a common standard 
of value. - , , . 

■ ' The histo:^ of the agitation for the reform - of the Indian 
curr^cy is a history of these two movements. The movement for 
the introduction of a gold standard was, however, the -first’ to! 
occupy the field. The failure of the iiotification of 1868' may be 
said to have iriarked the failure of a policy, but the movement 
S^ld - currency in India started in the sixties was not alto- 
f out of the country. That the movement still had 
lire m it h shown by the fact that it was revived four years later 
, by bur R. Temple, when he became the Finance Minister of India, 
m a memorandum*; dated May 15, 1872.; The important' parti-' 
differed from his predecessors consisted in the 
^ aimed to make the British sovereign the 

fiuV 5 nby in India, he desired to give ' 
dccesnt^^ Indian gold.coin, the ‘'mohur.” 'Why his pre- 
fatinfT tiie the, same when' the problem of correctly 

'lkZ%mmiZT'F to, have baffled them so much is a 

— . fa w len It' IS recalled that the Indian Mints had been 
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“the character of the remedies indicated,' if. the disturbance is 
found to be due to a rise in the value of gold, will obviously differ • 
from what would be suitable in the case of a fall in the value of 
' ' silver.”* ' . 

Out of these possibilities what seemed to it to be proven was. 
that “gold had risen in value since March, 1872,” ^d therefore 
if any'reform^'Was 'to be-efiected it should fall -.upon the gold- 
standard countries to undertake it. Situated as the, Governm^t, 
of India then was, it could have suffered itself without incurring 
much blame to be hurried into some kind of currency reform that 
promised to bring relief. To have refused to allow the exigencies, 
of a crisis to rule its decisions on such a momentous -issue as the - 
reform of currency, need not imply a spirit of obstinacy. Oh th,e 
other hand, .'it bespeaks a spirit of caution which ho - reader of 
that illuminating despatch of October 13, 1876, conveying to 
the Secretary of State its decision to wait and watch, can fail to 
admired But it is hardly possible to speak in a similar cogamen- 
datory .manner of the underlying attitude of the Government oh 
India. Whether it is possible to hold that gold had appreciated 
but that silver had not depreciated may be left for logician to 
decide upon. But for a silver-standard country to refuse to under-. 
' take the reform of her currency system on the plea that it was gold 
that had appreciated was- no doubt a tactical error. ■ In military 
matters there is probably imeh a thing as depending on a posidon; 
but in currency matters there cannot be such a'thing. The reason- 
is that in the former strength sometimes lies in the -weakness of 
the other. But in the case of the latter the weakness of one 
becomes the -weakness of all. There can be no doubt; therefore, 
I that the Govemmerit,. in discarding its , responsibility to do the 
^needful in -the matter, committed the same kind of mistake as, 
, man who, in the words of Prof. Nicholson, .“should suppose 
-diat the ship cannot sink because there is no leak in the particular 
Sabin in which hc'happens to deep.” - ' / 

■ attitude of inaction .was unwise was soon brought 

horne to the Gqvernihent of India. Withiri;a short space of two 
, years it was obliged to reconsider the position taken in .1876.' In 
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* * * 
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rejected in 1876 by the Goternment of India . . . appears to us 
to call now for a closer examination. 

“ 25. This suggestion in its main features is, that the Coin- 
age Act shall be so far modified as to withdraw the free right 
of the public to take silver bullion to the Mint for coinage, and 
cither to suspend it entirely in future, or limit it for a time. 

“26. It is obviously an essential part of any such scheme, 
if it is to have the elicct of fixing the exchange value of the rupee, 
that the power of obtaining that coin in future shall be regulated 
in some manner by a gold payment, and that the relation between 
sterling and rupee currency shall thus be fixed irrespective of 
the fluctuations in the relative value of the metals of which the 
coins are formed. 

“ 27. It is not, on the other hand, an essential part of such 
a plan that any particular relation of value should be thus 
at two shillings ... or at any smaller or larger proportion. All 
that is necessary is that the rate, being once fixed, shall remain 
for the future unchanged. 

•» * » 

“ 33. Probably the most important question is . , . wheth^ 
or not it is practicable to maintain a silver coinage as the princi- 
pal clement in our currency, with a very limited gold coinage, 
or without a legal-tender gold coinage at all. The Government 
of India, in its despatch of 1876, expressed an opinion adverse to 
the possibility of maintaining such a system. . . . On a full 
reconsideration of this point, we are led to take the opposite view, 
and to think that such a system would be perfectly practicable 
and would lead to no material difficulty. It is true that there is 
no country in which such a condition of things actually exists. 
But those Countries, and there are many of them, in which an 
inconvertible paper currency exists or has existed, give proof that 
the far greater anomaly of a currency devoid of any intrinsic 
value whatever is capable of performing the work of a metallic 
currency satisfactorily, and of maintaining its local exchange value, 
so long as an excessive issue is only guarded against. 

-at 

“37. (Such) instances (as the British shilling and the 
French five franc piece) seem to show that neither in the way of 
surreptitious vcoinage, nor of discredit from depreciation of 
mtrinsic value, is it probable that there would be any serious 
difficulty in keepine the rupee in circulation at its present weight, 
at a nominal value of two shillings, with a gold standard and a 
partial gold coinage. 

* * vi 

“46. We are thus led to the general conclusion that it will 

P^^'^fi’^ble, without present injury to the community as a 
whole, or risk of future difficulties, to adopt a gold standard. 
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of success. But even this timid attempt did not fare well at the 
hands of the Committee^ appointed jomtl^' by the Secretary of 
State and the Chancellor of the Exchequer to exarnihe and report 
upon, the proposals. The members of the Committee were un- 
animously of opinion that they cannot recommend them for the 
sanedon of Her Majesty’s Govcrument,”l The reasons which - 
led to the rejection of the proposals we are not permitted to know. - 
/Llthough the Reiwrt of the Committee vvas made public, the 
proceedings haye never seen the light of day. Indeed, there has 
been a most stern and obstinate refusal bh the" part of titc officials 
to allow a peep into them. Why they should be regarded ^ • 
Confidential after a lapse of_ncarly.,half a century it is difficult 
to imagine. Enough, however, was revealed by Sir Robert Giffcn, 
who was a member of this Committee, in evidence before the 
Indian Currency Committee of }898l for us to Imow the contents . 
of this closely guarded document. It seems that the Committee 
declared against the proposals because it thought they were cal- 
culated to make the Indian currency a “managed” currency. At 
the time when the Committee delivered its opinion die current 
prejudice was unanimously against such a system. All acknow- 
ledged writers on currency were pronounced opponents of an 
artificially /egulated system. § A naturally automatic currency 
was' their ideal. In atldidon to being misled by this prejudice, 
the Committee felt convinced that die situation would soon case ' 

, itself by the natural working of economic forces without necessi- 
tating a reform of die Indian currency. This conviction on tlie 
■part of the Committee was founded on the high audiority of the 
late Mr. Walter Bagehotl that the disturbance could not but be 
temporary. His argument was that die depreciadon would 


*It was composed 'o£ Louis 'Mallet, 'Edward Stauhope, T. L. Sec^mt*, Jt. E. , 
.Welby, T.- H. Farter, R. Giden, and A. J. Balfour. ' - ^ 

' t For Report o£ the Committee, see Commons.-Pipet C. 4868 of 1886, p. 26. 
tQ. 10,025-50. - ' . ' . -■ . ' 

§ So novel was the id^ at the time that the United Stated Monetaiy Commission, 
1876, was s^tis^ when some of the' witnesses, etepr'essed. themselves in favour of 
. regulating the principal metallic unit of account in' die currency system of i- country 
'by Government agency. See 44 Congress 2nd Session Senate Document, No. 703 
p. 47.48. 


Articles on the Depreciation of Stlter,- and on Topics connected 
with It, London, 1877; pp. 10, 55, and 60; also his'evidence before the' Select Com- 
imtee on the Depreciadon of Silvcri Lords'Paper 178 of 1876, Q., I,3'6I-1,450. 
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chase o£ silver in preference to other commodities. That this 
buying power would be used in purchasing silver because it was 
depreciated in Europe was theoretically an unsound assumption 
on the part of Mr. Bagehot. The deciding factor which could 
Jiave caused such a diversion of this residual buying power to the 
purchase of silver was whether it was appreciated in India. Only 
on that condition could there have been a flow of it to India. 
But as matters then stood, it was the opinion of Prof. Pierson* 
that when the general depreciation of silver commenced all over 
the world, it had been forestalled in that part of the globe in which 
India lies. India was already glutted with silver. Under ordm- 
nary circumstances India would have sent back a large portion of 
its silver to Europe. But the general depreciation prevented her 
from doing so; and now there were two opposing forces, one tend- 
ing to produce an export of silver from India to Europe and the 
other tending to produce an export of silver from Europe to India; 
and, although the latter was the stronger of the two, the former 
was sufficiently powerful to prevent any considerable quantity of 
silver from being exported from Europe to India. If the Com- 
rnittee was deceived' in one part of its assumptions, it was also 
disappointed in others. Far from resuming specie payments in 
terms of silver, as Mr. Bagehot expected the coimtries then on 
paper bpis to do, they one and all demonetized silver to the great 
disappointment of all those who adhered to the policy of “wait 
and see.” 


frhification by India and other countries of such antici- 
pations led to a change in the angle of vision of most of the 
Europe^^ countries who had theretofore shown no inclination to 
o ^yming by way of reducing the chaotic currencies to some 
vind of order. They were advised by eminent authorities not to 
hurry. Jevons said f 


We only need a little patience and a little common sense 
to surmount the practical difficulties. Within the next few yean 
good haucsts m India will, in all probability, enable that counuy 
to buy up aii our surplus siher, as it has been m the habit of 
aoing, With rare cxcepupns, since the ume of Pliny ... I” 
mtmc -yeare any amount of silver could be got rid of without to' 
:- ‘r Pg sold gradually and cautiously . " 

Cl. his rcp'jr ta tfcs Circuiar of ihe Gold and Sihcr Commission, 1886. Second 


^pon, App. vn 0), p. 254. 
t Op- SA, p. 354, 
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overvalued coins. It is clear* that when the stock of a country’s 
currency is not equally good for all purposes it is relatively speak- 
ing in an unsatisfactory condition. Though good for internal 
purposes, these coins were useless for international payments. 
Besides making the whole currency system unstable and top- 
heavy, tliey could not be made to serve the purpose of banking 
reserves, which it is the pr//nc function of a metallic currency to 
perform in modern times. The possibilities they opened for 
illicit coinage were immense. But what made their existence such 
a source of menace was the fact that a large proportion of the 
total metallic money of these countries was of this sort. The 
figures given by Ottomar Haupt in Table XXIII (see p. 125 prove 
suffictendy the difficulties that these countries had to face in re- 
gulating and controlling such a mass of token currency. 

If a gold-standard country like England had escaped these 
difficulties it was only to meet others equally embarrassing. As 
has been pointed out before, the continued fall of prices, the 
reflex part of the appreciation of gold, bad produced a depres- 
sion in the trade and industry of the country never known before 
in its history. Apart from this, the monetary disturbances 
affected the yield on capital investment, the mainstay of so many 
of her people, by reducing the field for its employment. Said 
the American Commission: — * 

“Withla twenty years from 1877 to 1897, it could probably 
be correctly stated that the power of money to earn dividends 
was reduced to one-half, or in nearly that jiropordon. That 
reduction of the earning power of capital affected injuriously 
everybody who depended upon investments for a living. h 
affected also the profits and enterprises of the captains of industry 
and the kings of finance. In England and in’ France the pnee of 
Government securities rose to a point which made it no longer 
possible for the man of small means to invest in them and acquire 
an adequate support during his declining years.”! 

It is. of course, open to doubt whether the conclusion drawn is 
the right one. But the fac t remains that owing to monetary dis- 

* Cf. the speech of Prof. Pierson, Delegate of the Netherlands at the Inter* 
naboaal Monetary Conference of 1S81, Report of tie Dclegales of the Vmtd 
Slatei, Cincinnati, 1851, pp, 77-84. 

f Report on the Introduction of the Gold-eachangc Standard into China and 
other Siher-iislng Countries by the Commission on International Exchange SSdi 
ScKion, House of Represenunves Document, No. 144, Washington, 

1903, p IQI. 



The iigures are as given hy Ottomar Haupt (Tendon ; Hflinglwm, Wilson & Co., 1S92, p. 160). 
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turbances the field for die investment of English capital had 
become considerably restricted. And, as a way of getting a living, 
capital investment was an important resource to the English 
people. 

To mend such a situation dierc were convened one after 
another three International Monetary Conferences to establish a 
bimetallic par between gold and silver. The first International 
Monetary Conference was convened at Paris in the year 1878 at 
tile invitation of the United States. The second met at the same 
place in 1881 at the joint call of France and the United States. 
The diird and the last assembled by the wish of United States in 
Brussels during the year 1892. 

From the gravity of the situadon nothmg could have been 
more natural than to e.\pcct these Conferences to fructify into 
an agreement upon the consummadon of the project for which 
they were called into being. But, far from reaching any agree- 
ment, the deliberations of these Conferences proved to be entirely 
futile. Only the second Conference showed any sign of agreement. 
The first and the third marked a strong deviadon in the opposite 
direction. The advance, if any, that was made, as a result of 
these deliberadons, was summed up in the pious opinion that it 
was necessary to retain and enlarge the monetary use of silver. 
But so weak on the whole was the response that practice failed 
to testify as to the sincerity of this solemn declaration. 

The reasons for the failure of these Conferences to reach a 
bimetallic agreement have not been properly understood. One 
cannot read the debates on bimetallism at these Cofiferences with- 
out observing that the opposing pardes approached the subject 
with different objeedves. To one the principal objeedve was the 
maintenance of a stable ratio of exchange between gold and silver 
irrespective of the quesdon whether one or both remained in 
circuladon; to the other it was the maintenance of the two metals 
in concurrent circulation. As a consequence of this difference 
in the lines of their approach an agreement on a bimetallic project 
became wellnigh impossiblc- 

Thc workability of bimetallism in the sense of maintaining a 
stable ratio between gold and silver is necessarily an indefinite 
proposition. Noncdtelcss, it cannot be said. If the debates at 
126 
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Marshall, consisting of paper based on a linked bar of gold and 
silver in certain fixed proportions,* having the object of convert- 
ing tltis “either-metallism” into double-metallism. But such 
schemes apart, the free-mintage-cum-fixed-ratio plan of bimetal- 
lism gave no guarantee against alternation in the circulation. 
Indeed, imder that plan tire alternation is the very soul of the 
mechanism which keeps the ratio from being disturbed. The only 
thing the bimetallists could say in mitigation of this was that! 
the alternation in currency would confine itself to bank resen'cs 
and would not be extended to the pockets of the people'. This 
was only an eyewash,? for how could the banks arrange their 
reserves except in conformity with the prejudices of the people? 
Even international agreement to use gold and silver at a fixed 
ratio was no guarantee that this concurrent circulation would he 
maintained. Stability of ratio did depend to a large extent upon 
an international agreement, for, although it could be maintained 
by the action of one nation, the deviations of the ratio in that case 
would probably be greater. But mere international agreement 
has no virtue of itself to prevent one metal driving out the other. 
To suppose that Gresham’s Law is powerless under international 
agreement is a gross mistake. Gresham’s Law is governed by 
the relative production of the two metals to the total currency 
needs of the movement. Supposing the production of one metal 
relatively to the other was so enormous as to more than sufiicc 
for the currency needs, how could international agreement 
prevent the former from driving the latter entirely out of circula- 
tion ? On the other hand, international agreement, far from 
discouraging, would encourage the process. 

In adopting bimetallism, therefore, the nations had to make 
a choice between a stable ratio and a concurrent circulation, for 

* Ct Contemporary Recteio lor March, 1887. It i<; mtercstms to note that esica- 
tiailj the same plan. s\as suggested 115 jtars before Prof. Marshall by James Stesvart 
when las advjce was sought t> the East India Company as to the nuiliod of reforming 
the then chaotic curreni> of Beogal, He refrained from pressing it upon the Company 
because he thought "inankind svere not all philosophers.” Cf. his Prtnctplet of Money 
as applied to she Present State of the Coin of Bengal (2nd Edition, 1772), pp. S-Hi 
cf. also William Ward, On Monetary Derangements, in a Letter addretsei to the 
Proprietors of Staelt London, 18J0, p. 8. 

f Cf. PfoL Fox well, Oxford- Ecoaonif Peview, 1893, Vol. HI, p. 297. 

^Cf. the reply by Prof, Cannaa, linf, p. 457. 


123 


. ‘en ‘d ' 068 t ‘sSuvtpx^ (o tusmvipij^ puv ittao}^ , 

oq ^Bttl ‘S 30 U 3 J 3 JU 03 SnOTJtBA 3 tp tit SJ 3 MOJ PPP JO S3S3J31 
-m sqj ^Eqi pjoS qo inoAEj m aaipnfsjd aip seaa og 

,/uiJoj itisK^p c pamnssc 
joilEtn 3tp ' • • urc3E ija^q Sutuioa sbav Kouawno jaAps ^AEaq aqi 
jEtp luapjAa aracDaq p [£ 48 I •JSIJb] TiatjAA ing ‘unisKs XJoiEsuad 
-ujOD Jptp JO TionaE aip pajimpc ajdoad qauajg sip puE paiEjd 
-moo; on SEA\ aiatp ‘snaa jaA]is XAtaq pjo axp joj pjoS ot saaaid 
oucjj-aAp pm; ‘sHoajodsu-jpq ‘suoajodEU jo aScuioa ■jnjnncaq 
E Supnjpsqns nj paijnsDj nopEjado at se • • ‘ Suoj og 

pangji: suoa 3{ sy 'satJiimoD otpEpuiiq aqj jo spmpjB 9tp m 
sBireqo atp 50 SApisod jooid b si uoiujrq irpuT aqi Xq sjtnpj aqj p 
Smsop aqj^ ‘puEjSug o^jq Aijunoa pJBptrejs-ppS b oi paupuoo 
Xbaa otr III sBAA SDipnfajd siqj^ qBAOjddB uoramoD qjtA\ jaara oi 
Xpapj SBAV pjoS p uopEjnoiia pajapmtpn 3tp joj apuoid jotr pip 
q^lqA^ TiopBzipqEjs jo trE]:d ou pirc ‘Xjnjuao tpuaajamti atp jo jiBd 
J33JEJ aqj m paiBpajddB aq oj ajoixi pun ajoui SmraoD seav qpq 
jpnis m snjEA sSjej p j3ijjcd e sb J3A|is 03 ppS jo Xjijonadns aqx 
•sasodjnd Aouajino joj pooS ApBnba sb pspinSaJ aq 03 pasBaa prcq 
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aip SmjBjiSB SBM uiaasAs DiqB33iniq aqj Supnjpsuoaai jo.xioijsanb 
3tp ainn aqj 3 b j'Eip paziugoaaj aq 3snui jobj aqj jng- *J3Aps oj 
ppS raojj uoi 3 Bp 3 Jio 3 ip JO uopisodraoa aip Suiaajp jo aaapa aqj 
pnq 3T 3 Etp punojS juEopiuSis ss 3 \ XpApEJEdmoa aip uo AjqiqEjs b 
qans jo asjuiojd b 3Ae 2 qDiqA\ tn93sXs b pajoshj SABq ppoqs j3Aps 
puB pp 2 U 33 A\ 33 q opBJ a|qB 3 s B jnoqB Smiq 03 jaipaSoa papoiassE 
pBq q 3 iqA\ suopsu 3Etp Suiip snonna b si 31 ‘Avo^q ‘uiaisAs 
aijjBjatniq aip jo uopdopE aip luojj suopBU aqj jo jsoui Aba\b 
pajEDS qDiqA\ asja SuixpAuE ircip aJom siqi sbAv jj *uoT3B|naJia 
03in j 3 Aps Suijq 03 uaaq sAuq p{noA\ joapa ajBtpatnuir aqa poo3s 
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aqojq Aaqx ‘aunSai oi||B3au3iq b japun pauTBjuiBin gtnaq opEJ 
a|qB3S B p ‘ 9 ggx p uotssiototoq jaApg puB ppo aqi sb punqnj 
piiJEdun tiB qans Aq ppqdn AxsnouiraBun sba\ qaiqAV ‘Xqpq 
-Tssod aqi aziuSoaaj 30U pip Aaqi asuBaaq lou sbav 3 t ‘uAVop aqojq 
saauajapo3 aqi Ji 'spiata axp ipoq 30 xTopBpaqa luaimauoa ou 
3nq OI3EJ 9iqB3s b sba\ aiaip qaiqAv xn uouBmp b astiB 3qKira ajaq 3 
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truly said, waxed and waned with the changes in tlie volume o£ 
their gold reserves.* In 1878, the United States took the lead in 
calling the Conference because the working of the Bland Allison 
Act checked the inflow of gold necessary for its cash payments. 
Germany was indifferent because she had enough gold and was 
confident of selling off her demonetized silver without loss. In 
1881 France and Germany showed more anxiety for reform be- 
cause the former had lost dl her gold and the latter was unable to 
palm off her silver. By 1892 none was so poorly supplied with 
gold as was the United States, largely as a result of a reckless 
policy which did her harm without doing good to anyone else, 
and she was therefore left alone to support the cause of silver. 


Possessed as almost every Government was by this prejudice 
for gold, it was not an ineradicable prejudice. What the countries 
wanted was a lead from an influential nation. Throughout the 
debates at these Conferences one thing stood out very clearly. If 
England could have brought herself to adopt a bimetallic system, 
others, like sheep, would have followed suit. But site was too 
much wedded to her system to make a change, widi the result 
that bimetallism, as a way out of the currency difficuldes, became 
a dead project. The vanishing of the prospect of re-establishing 
the bimetallic system as a result of her obstinacy was a small 
matter to the European countries.' They had virtually made gold, 
the international form of money, as the basis of their currency, ' 
and w’ere therefore quite indifferent as to the issue j but it was a 
terrible blow to the hopes of India. After the proposal of 1878 
had been turned down, bimetallism was considered by the Gov- 
ernment of ^dia as the remedy, and its advent looked fonvard 
to for salvation. It is true that in the beginning of bimetallic 
discussions the atdtude of the Indian Government w.os rather 
lukewarm. In a despatch dated June 10, 1881,t to the Secretary 
or State, it was revealed that the Government of the time was 
divided in us opinion regarding the merits of bimetallism. The 
Viceroy and another member of Council refused their support on 
the ground that bimetallbra was unsound in principle,^ and even 
me majority who thought differently on this aspect of die ques- 


/ * hternauonat V.onttiry Con- 

t F P C. 3-29 o. 18S2, p. 33 « jcq, %liid.. p. 37. 
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nations that Britain was not taking her share in the matter of 
rehabilitating silver."* This was not the only advantage exacted 
from a country bound to obey. On the one hand it restrained ^e 
Government of India from taking any independent line of action 
in the matter of currency reform, and on the other such means 
as were calculated to m^e good the losses which arose from a 
depreciating currency were subjected to Parliamentary censure. 
The House of Commons was twice moved, once in 1877 and 
again in 1879, to resolve that the Government of India should 
lower its tariff, ostensibly in the interest of free trade, but really in 
the interests of relief to the depressed condition of Lancashire. 
The consequence was that the Government could not tap one 
- important source of its revenue in times of its greatest adversity. 
The only adequate recompense, the British authorities could have 
made to a Government so completely paralysed by their dicta- 
tions, and of whose interests they so loudly claimed to be the 
lawful trustees, was to have consented to join the bimetallic union, 
the consummation of which only waited upon their grace. But, 
as is well known, they did nothing of the kind, sa diat, after ‘a 
period of enforced waiting and by no means unavoidable suffer- 
ing, the Government of India, at the end of 1893, found itself just 
where it was at the beginning of 1878. 

Like all common-sense people who pray and yet do not fail 
to keep their powder dry, this interval was utilized by the silver- 
ridden countries, with the exception of the United States, in 
strengthening their gold basis no less than in attending the 
dchberation of the Monetary Conferences on the amusing plans 
for extending the use of silver.! Mr. Goschen, at the Conference 
of 1878, had quite philosophically remarked that States feared to 
employ silver because of its depreciation, and the depreciation 
continued because the States feared to employ it. Now, if the 




me diagnosis was correct, we should have found die 
^ates seriously engaged in the task of rehabilitating silver when 

TT,. ^ Mr, Goschen at the Intcmarional Monetary Conference of 1878, 

rort* Senate Executive Document, No. 58, 

roriy-fifth Congters, Thud Seciion. Warhlngton, 1879, pp. 50-52. 
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the country. If it had been adopted in 1878, all the subsequent 
additions to the currency would have been in gold, witli the result 
4at by 1893 the proportion of gold to silver would have been 
large enough to have endowed the whole currency system with 
T 1 802 ^^^ stability in relation to countries on a purely gold basis, 
n 893 the mass of silver currency had grown to enormous pro- 
portions, so that it looked certain that it would take decades before 
t e stoppage of silver coinage could make the rupee a stable and 
secure form of currency. 

1 ■ showing a way out of an impasse such as this were 

cgion. One was the issue of heavier rupees.* The second was 

tender and to authorize the Secretary 
nF 1 j ^ London gold or silver Indian stock to the extent 
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mittce. They were said to be defective in one important par- 
ticular, and that was the absence of due recognition of the 
necessity of a gold reserve for the maintenance of the value of the 
rupee. Many people felt doubtful of the success of the proposals 
unless backed by an adequate gold reserve. But the Herschell 
Committee, after an extended investigation into the working of 
die curraicy systems of different countries, reported*: — 

* “It is impossible ... to review foreign systems of currency, 
without feeling that, howeser admirable may be the precautions 
,of our own [English] currency system, other nations ha\e adopted 
different systems which appear to base wotked wiibcut difficulty, 
'•and enabled them to maintain for their respective currencies a , 
^gohl standard .and a substantial parity of exchange with the gold- 
’Osing countries of die world “ 

with litdc or no gold. The Committee, therefore, was completely 
satisfied with the proposals of the Government of India, and not ^ 
only sanctioned tlicir adoption, 1 but added, by w'ay of introducing 
a modification in dicm, that 


* "Tlic closing of the Mints against die free coinage of sibcf 
.f should be accompanied by an announcement th.u, though clcacd 
, to the public, they will be used by the Government for tif’ 
\ coinage of rupees in exchange for gold at a ratio to !>e then 
say Jr. -td, jicr rupee, and that at the Govcriuncnc Treasuries ge.d 
t vviU be received in satisfaction of public dues at the same ratio I 

Tbctc rcconuncnciations were c.atricd into effect on funs 
IS’B. which forms as great a landmark in the history of 
curtcncy ,is dL? the year 1855. On that date were 
one Ic.tiikuivt' cruetiumt and three cxccuilvc notiftcadons, W* 
gclhcr to acfomplsdt ihs object in view. The Act 

(VIU) <,f r”'>3 Was only .a reji-mlin g Act. It repealed 
(t) ITc It.dian Coinage .Act, XXIII of im 

vc’.i..?s 15 V, tG fb«nh iuchnivc), requiring the Mpt 
M^tcr» to cciit alldKf-r broughi; to their Mints f<‘t 
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gold, or sovereigns or half-sovereigns at the rate of l5 rupees ami 
7 rupees 8 annas respectively. 

To give effect to the second modification introduced by A- 
Herschell Committee, there was issued a third Notificauanj 
No. 2662, to the effect that 

“The Governor-General in Council hereby announces 
until further orders, gold coins and gold bullion will be 
by the Mint Masters of the Calcutta and Bombay 
titcly, in exchange for Government rupees, at the rate or ^ 
grs. troy of fine gold for one rupee on the following tondilioos . ^ 


(1) Such coins or bullion must be fit for coinage. 

(2) The quantity tendered at one time must not be les» “hw 

50 tolas. ' 

(3) A charge of one-fourth per mille will be 

gold coin or bullion which is melted or cut so as to rentier 
same fit for receipt into the Mint. 

(4) The Mint Master, on receipt of gold coin or bullion ir 
tile Mint, shall grant to the proprietor a receipt which shall 
him to a certificate from die Mint and Assay hfasters «>{ ^ 
amount of the rupees to be given in exchange for such co ^ 
bullion payable at the General (Reserve) Treasurj’, Cal'-^ .j 
Bombay. Such certificates shall be payable at the uv ^ 
Treasury after such lapse of time from the issue thereof ^ 
ComptroUcr-Gcneral may fur, from time to time. ” 

Before die policy adumbrated by these measures was earn 
to completion there came up a move for die undoing of ir* j 
the failure of the International Monetary Conference of 1^92 ^ 
United States and France, two countries most heavily . 

wiA an overvalued stock of silver, opened negotiation with t 
British Government, asking the latter to agree to certain con^ ^ 
lions on the grant of which they were to open their Mints to 
fiee coinage of silver at the ratio of l5Vz to 1. These condition 
included ;* 


Cl) Gpening of the Indian Mints, which had been closed t® 
Uiw free coinage of silver, and an undertaking not to mak^ 
legal tender in India. 

<■ one-fifth of the bullion in the Issue 

of England in silver. ^ 

03 Cojttssy mid* hf lb* 

-.-w,’* Cxau Swrsi, pa>.c. sfiCT rt7T. p, 3. 
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in Fiance and being altered to the French ratio o£ 1554 to 1 in 
the United States. India is to open her Mints to silver to 
Xeep them closed to gold, and to undertake not to mal{e gold 
legal tender. France and the United States would thus be 
bimetallic; India would be monometallic (silver); whilst most 
of the other important countries of the woild would be 
monometallic (gold). 

# * # # * 

“The first result o£ the suggested measures, if they even 
temporarily succeed in their object, would be an immense dis- 
turbance of Indian trade and industry, by the sudden rise from 
about 16d. to about 23d. the rupee. Such a rise is enough to kill 
our export trade, for the time at least . . . such an arrangement 
as is proposed is an infinitely more serious question for India than 
for either of the other two countries, for it seems clear that 
practically the whole, risk of disaster firom failure would fall on 
India alone. What would happen in each of the three countries 
if the , agreement broke down and came to an end? France 
possesses a large stock of gold, and the United States are at 
present in much the same situation as France, though the stock 
of that metal is not so large. It may be admitted that if no 
precautions were taken these gold reserves might disappear under 
the operation of the agreement, and in that case, if the experiment 
ultimately failed, the two countries concerned would suffer great 
loss. But it is inconceivable that precautions would not be taken, 
at all events, so soon as the danger of the depletion of the gold 
reserves manifested itself, and, therefore, it is probable that no 
particular change would take place in the monetary system of 
France or the United States, the only effect of the agreement 
being a coinage of silver which would terminate with the termina- 
tion of the agreement. Thus the whole cost of the' failure, if the 
experiment should fail, would be borne by India. Here the 
rupee would rise with great swiftness, it would keep steady for a 
time, and then, when tiie collapse came, it would fall headlong. 
What course could we then adopt to pres'ent rhe fluctuation of 
the exchange value of our standard of value with the fluctuations 
in the price of silver f We do not think that any remedy would 
be open to us, for if the Indian Mints were reopened to silver now, 
it would ... be practically impossible for the Government of 
India to close them again, and even if they were closed it would 
only be after very large additions had been made to the amount of 
silver in circulation.” 

But soon after it had refused to be diverted from the goal it 
had placed before itself, namely the introduction of a gold stan- 
dard, it was faced with a crucial problem in its existing monetary 
arrangements. The rupee stock, the addition to which was 
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proposed by the Government of India. In their despatch dated 
March 8, 1898,'* tliey argued : — ‘ 

. *' Our present intention b rather to trust to iltc automatic 

2 operations of trade. The amount of coin requited for iltc needs 
of commerce increases every year : and as we print no increase in 
- the amount of silver com, we may reasonably expect that liw effect 
' of the increasing demand for coin will rabc exchange to a point 
at which gold will flow into the country, and remain in circulation. 

^ Tlie position will tlius become stronger and stronger as time go« 
on, but at the beginning at least, gold Will not be in circulation in 
the country to more than ilie extent necessary to secure stabiUiy 
of exchange. The mass of the circulation will be a silver 
circulation, maintained at .m appreciated value-{just as it is at 
present}, and we can be content to see gold coin remain HtUc 
more than a margin, retained in circulation by the fact that its 
remittance out of the country could create a scarcity of coin which 
would have the effect of raising tlic cxcliangc value of the silver 
rupee in such manner as to bring it back, or, at the verj’ best, 
stop the outward current of remittance. We shall Iravc attained 
a gold standard! under conditions not dissimilar from those 
prevailing in France, though not a gold circulation in the English 
sense ; and Utis last may possibly not be necessary at all.” 

Besides e.xpanding the currency through the use of gold, j 
tlicrc was also another mode of effecting the same object. It was 
urged tliat this increase of currency might as well take place by 
Government coining rupees whenever there arose a need' for ad- 
ditional currency,' Though the Mints were closed, the Govern- 
ment, by Notification No. 2662, had undertaken to give rupees 
to anyone desiring to have them at the rate of 7.53344 grs. troy 
of fine gold per rupee.! The Government had only to give 
effect to that notification to augment tlic currency to any extent 
desired. Prominent in the advocacy of this plan of expanding the 
currency were Mr. Probyn and Mr. A. M. Lindsay. Both claim- 
ed that the plan of the Government of India was defective be- 
cause, although it provided for tlie expansion of currency by 
making gold legal tender, it made the rupee entirely inconverti- 
ble, and thereby likely to defeat the policy of stabilizing its ex- 
change value. On the other hand, they deemed their plans to 
be superior to tha t of the Government of India because they 

correspondence respecting the Proposals oa Currency made fay lie Govern- 
mens of India, C. 8810 of 1898, p. 3. 

}Sre supra, , 
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The London Office was to be kept in funds to meet drafts drawn 
on it — 

(1) by borrowing in gold to the extent of five or ten million 
sterling ; 

(2) by the receipts realized by the sale of drafts on India ; 

(3) by the receipts realized by the sale of silver bullion in 
rupee melted down;* and 

(4) when necessary, by further gold borrowing. 

The Indian Gold Standard Office was to be kept in funds to 
meet the drafts drawn on them— 

(1) by the receipts realized by the sale of drafts on London ; 
and 

(2) by the coinage when necessary of new rupees from 
bullion, purchased by the London Gold Standard Office and sent 
to India. 

The principal point of difference between the scheme of 
currency advocated by the Government of India on the one hand 
and that put forth by Messrs. Probyn and Lindsay consisted in the 
fact that the former proposed to establish a gold standard a 
gold currency , while the latter proposed to establish a gold stand- 
ard without a gold currency. 

To adjudicate upon the relative merits of a gold standard 
with a gold currency and a gold standard without a gold currency, 
the Secretary of State appointed another departmental Com- 
1 mittec, rmder the chairmanship of Sir Henry Fowler. After 
\ taking a mass of important evidence, the Committee observed! • 

\ ' “ 50. On this scheme [o£ Jvir. Probyn] wc remark that, 

while bullion may be regarded as the international medium of 
cxch.-tngc, there is no precedent for its permanent adoption for 
purposes of internal currency ; nor docs it accord with cither 
European or Indian usage that the standard metal should 'not 
pass from hand to hand in the consenient form of current coin. 
No real support for such a scheme is to be drawn from the purely 
temporary provisions of ‘Peel’s Acd of 1819, whereby, for a 
limited period, the Bank of England, as a first step to the resump- 


•5{r. Xand«y coattnipliled that when the demand for gold drafts on London 
fcteamc ro great as to md.eate the necessity, the volume of the rupee currency should 
be Contracted by inclang do.vn the rupees and selling the silver for gold to be deposited 
ia the London “Gold Standard” Otlicc. 

^ Report of the Committee appointed to inquire into the Indian Currency, P. P. 
a SJIO of 1539. p. 15. 
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"take the necessary steps for making the British sovereign a 
legal tender and a current coin, and make preparations for the 
coinage of gold under the conditions suggested by the Com- 
mittee. ” 

The jGrst recommendation of the Commi&ee was given 
effect to by the Government passing an Act commonly called 
the Indian Coinage and Paper Currency Act (XXII) of 1899. 
That Act made the sovereign and half-sovereign legal tender 
throughout India at the rate of Rs. 15 and Rs. 7^ respectively, 
and authorized the issue of currency notes in exchange for them. 

Along with placing the Indian currency on a gold basis, the 
Government was anxious to open a Mint for the free coinage of 
gold. But as the coin to be issued from the Mint was the English 
“ sovereign ” the Government of India was entirely in the hands 
of the British Treasury. According to the provisions of the 
English Coinage Act of 1870, it was necessary to issue a Royal 
Proclamation in order to constitute an Indian Mint a branch of 
the Royal Mint, a matter entirely dependent on the consent of 
the Treasury, It was the intention of the Government of India 
to announce the Proclamation simultaneously with the passing 
of the Act making the sovereign legal tender. Indeed it held 
back the legislation pending the arrival of the Proclamation,* 
and proceeded with it reluctantly when it was advised that there 
was likely to be “some further delay over the Proclamation 
owing to legal and technical questions.” The objections raised 
by the Treasury, though merely technical, at first seemed to be 
quite insuperable,! and had it not been for the conciliatory at- 
titude of the India Office the negotiations would have broken 
down. But the Treasury was not willing to give the project a 
chance. Just when a compromise was arrived at on die technical 
side of the question, the Treasury turned round and raised the 
question whether a Mint for gold coinage was at all necessary in 
India. The Treasury argued : — ^ 

“While expressing their satisfaction that an agreement has 
now been reached, my Lords think it desirable, before practical 
neps arc taken to carry out the scheme, to invito Lord Georg e 
reviev ^^te^argumms origin all y advanced in fa vour 

• Cf. the speech, of the Hon. Mr. Dawkins on the Indian Coinage and Paper 
•wrency Bill, dated September 8, 1899. 
t Cl. H. of C. Return 495 of 1913, p. 14 . 
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Tlic anxiety displayed by the Governnaent was not, how- 
ever, on account oj the want of a gold Mint, ' Indeed,' so slight . 
was its faith in the necessity of it that in view of the opposition, 
of the Treasury it gracefully consented to drop the piopos^. 
What troubled it most was the peculiar position of the rupee- in- 
the new system of currency. Throughout the despatch of the. 
Government of India there ran a strain of regret tliat it could,, 
not see its way to demonetize the rupee and to .assimilate the 
Indian currency to that prevailing in England. A general per- 
usal of the despatch leaves the impression that though it rccom-' 
mended the assimilation of the Indian currency to that of France 
and the United Slates, it did so not because it thought that tlieur 
systems furnished the best model, but because it believed that, a 
' better one was not within reach. Having regard to the accepted;- 
view of the French and the United States currency systems, it, was 
natural that the Government of India did not feel very Jubilant 
about its own. According to that view of the currency systems 
of these two countries, the position of the five-franc piece and. 
the silver dollar has always been presented as being- very anoma- 
lous. Even so great an authority as Prof. Pierson was unable to 
assign them a place intelligible in. the ordlodox scltemc of classify- 
ing different forms of money.*" In a well-ordered system, 
of gold standard of the orthodox' type,' gold is the only metal 
freely coined the only one metal having full legal-tender 
power ; , silver,^ though coined, is coined only on Government . 

- account in imuted amounts, and being of less intrinsic value than 
Its nominal value. Is a limited legal tender. The former type of 

, coins are called standard coins and the, latter subsidiwy coins', 

, and the two together make up, the ideal of a monometallic gold 
standard such as has' been established in England since 1816. In 
' - a scheme of things like this, writers have found it difficult to. fit 
m the dollop: or the five-franc piece. Their peculiarity consists 
. in the fact that although their inttinsic value is less than their 

- nominal value they Kaye been. inconvertible anti arc also unlimit- 
ed legal tender. It is owing to this anomaly that the title of gold 
standard: has been refused to the American French currency 

^ 'Cf. Wndplc* of E£onomict;,Vol. t, p.'-569. 
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note is convertible into gold, while the five-franc piece is not, 
the reply is that the comparison must be made with the fiduciary 
notes of the Bank of England. Those notes are practically incon- 
vertible. For, at any given time, witli the gold the Bank of Eng- 
land has in its Issue Department the fiduciary portion of the notes 
remains mtcovered, and may, therefore, be regarded as inconvert- 
ible as the delimited issue of the five francs. But even if it is in- 
sisted that the fiduciary notes cannot be regarded as inconvert- 
ible as the five-franc pieces, it must be pointed out that the 
similarity of the two is not to be determined by considerations of 
convertibility or inconvertibility. The attribute of convertibility 
with which the fiduciary notes of the Bank of England arc 
endowed is a superfluous attribute which in no way improves 
their position as compared with the five-franc pieces. What 
malces them indentical is the fact that they are both subjected to 
a fixed limit of issue. Thus viewed, the French limping stand- 
ard and the English gold standard are nodiing but two different 
illustrations of the “ currency principle ” in so far as a fixed limit 
of issue on a fiduciary currency is a cardinal feature of that 
principle. 

Not only is the French monetary system identical with die 
English in its organizadon, but the design in both cases was 
identical. In the controversy which raged over the Bank Charter 
Act of 1844, the motives of Lord Overstone were not quite clearly 
grasped by his opponents of the banking school of thought. 
Lord Overstonc was not very much interested in providing a 
method for preventing the depreciation of the note issue, as his 
opponents thought him to be. His supreme concern was to pre- 
vent gold disappearing from circulation. Starting from a chain 
of reasoning tire solidity of which can hardly be said to be open to 
question, he came to the conclusion that gold would be driven out 
of circulation by an increase ia the issue of notes. To keep gold in 
circulation the only remedy was to put a limit on the issue of 
notes, and this was the purpose of the Bank Charter Act of 1844. 
Now, precisely Ae same was the object of France in suspending 
the coinage of silver. As has already been pointed out, owing to 
toe fall in the value of silver after'l873, gold was being rapidly 
driven out of circulation by the substitution of this depreciated 
150 



^/uotib{siS3j ]Epureit^ 

ptinos JO jU3tnmiom e 3J3Av ‘suoasJ 05 Sujpjooo^ 'qDujAV ‘ms'isAs 
Xoirauno qsi|Su 2 9tp psujSAog se ssjdpuud auiBS oip ud pasecj scAv 
‘TO93 sXs tJDUaJ^ 9Xp 0} JE{IIins Supq Ul SSMTUICUOQ J9]A\OiJ dtp 
Aq JO p3AOjddc pirc ‘tipuj jo justoujdAoj) sqi Xq pstEjduiatuoo 
irejd aqj jcqt anSit; oj ssiait oq d-ioj9J9ip dou pp\OA\ 

'sanssr jsAps tio and ussq ptq aitrnj ou jt asEO atp upaq' 
AjuiEaisD 3AEq pinoAv tpiqAv ‘uoiaEpaDOTD JO ano SmpS tnoaj p(oS 
jT3tp pajosaoad sSbuiod j3A}is jo xioTsuadshs jptp tjgnoaip puc 
duoasjpAo pJO^; jo aeip se Apsraaa spaES oqa paadopp qouai^ oxp 
^uopjodoad 3 sba b gmmnssB tnoog ajnssa stqa atiaAsad dx ' 'pptu 

pjDpUDis pjo^ Jf spJOMOj^ 



CHAPTER V 


FROM A GOLD STANDARD TO A GOLD 
EXCHANGE STANDARD 

For once it seemed tkat tke problem of a depreciating rupee 
was satisfactorily solved. The anxieties and difficulties that ex- 
tended over a long period of a quarter of a century could not but 
have been fully compensated by the adoption of a remedy like 
the one described in the last chapter. But by an unkind turn of 
events, the system originally contemplated failed to come.JEtf^’ 
being. In its place there grew up a system of currency in India 
which was in every way the very reverse of it. Some thirteen 
years after legislative sanction had been given to the recommend- 
ations of the Fowler Committee, the Chamberlain Commission 
on Indian Finance and Currency reported that 

“in spite o£ the faet the Government adopted and intended to 
' carry out the recommendations of the Committee of 1898, the 
■ V Indian currency system to-day differs considerably from that 
* - contemplated by the Committee, whilst the mechanism for 
maintaining the exchange has some important features in com- 
. mon with the suggestions made to the Committee by Mr. A. M. 
Lindsay. ”* 

It will be recallcdt that in Mr. Lindsay’s scheme Indian 
currency was to be entirely a rupee currency ; the Government 
was to give rupees in every case in return for gold, and gold for 
rupees only in case of foreign remittances. The scheme was to 
be worked through the instrumentality of two offices, one locat- 
ed in London and the other located in India, the former to sell 
drafts on the latter when rupees where wanted and the latter to 
sell drafts on the former when gold was wanted. Surprisingly 
similar is the system prevailing in India to-day. Corresponding 
to Mr. Lindsay’s proposals, which, be it noted, were rejected in 
1898, the Government of India has built up two reserves, one of 
gold and the other of rupees, out of the. cash balances, the paper 

• Report, P. P. Cd. 7068 of 1913, p. 13. 

^ f Sec Chap. IV, supra. 
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as .suggested by Mr. Lindsay, when rupees arc wanted in India 
the Secretary of State sells what arc called “Council Bills/’ encash-; - 
able into rupees at the Government Treasuries in India, thereby 
providing the rupee currency in India. When gold is wMtcd 
the Government of India sells what are called “Reverse- Councils”' 
on tlie home Treasury in London, which are encashed by the 
Secretary of State, thereby providing gold for -forei^ remit-' 
tances. The result of the sale of “Council Bills”. and of. the 
“Reser\’e Councils” on the two funtls has been to transform the 
Indian currency from being a gold standard with a gold currency, 
as desired by the Fowler Committee, into what is called a gold 
standard without a gold currency, as wished for by Mr.. Lindsay. 

, This system which has grown up in place, of the system 
originally contemplated by the Government of India is called the 
gold-exchange standard. Whatever that designation inay mean 
it' was not the plan originally contemplated by the Government 
of India in 1898. How the departure came about we shall. deal 
with in another place. Here it is enough to state — one may also 
say necessary, for many writers seem to have fallen into an error 
on this - point— i/w/ r/i<? Government did not start to establish 
a gold-exchange standard. Rather it was contemplating the 
establishing of a true gold standard, which, however inadequately 
understood by the then, who framed it, was in essential agreer 
: m'ent'widi’ the -principles governing the English Bank Charter 
, Act of 1844. .. /■ 


What are we to say about the new system ? The CHamber- 
, lain Commission, while reporting that there was a departure 
from .the ideal of a gold standard' with' a gold currency, 
obse^ed*: — ' ' - . ■ ' . ‘ ' ■ 

^ But to state dicre has been this departure is by no means to 

action taken, or the system actually in force. . 

why.. not? .Is not .the system the same as that 
proposed by th^' Government in' India in 1878 and condemned 
by the, Coinrhittee of 1879;? If' is true the arguments urged 
■against that plan; by the’ Committee of 1879 were not of much 
, weightT . Nonetheless ' .the pim “was essentially' 'unsound. 


* Report,.; par. -JS , 


j 'Sef supra,. Chap.’ T' 
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legal tender. In so far, tberefore, as the plan did nt't provide 
for controlling the volume of rupees it was subversive of ithc gold 
standard it had in view. 

The only difference between this plan of 1878 md the s)’»stem 
now in operation m India is that vmder the former the Mints 
were open to the public, while under die latter they are op'cn 
to the Government alone. In other words, in the one cas'-e 
rupees were coined on behalf of the'public, and in the other they 
are being coined on behalf of the Government. It is not to be^’ 
supposed that the plan of closing the Mints to the public was 
not thought of by the Government in 1878. On the other hand, 
the Government of India had then considered the feasibility of 
taking over into its hands the coinage of rupees, and had rejected 
it on some very excellent grounds. In their despatch outlining 
die scheme the Government of the day observed : — 

‘M8. The first point to be guarded in attempting to carry 
cut the proposed change, is to provide for complete freedom for 
' any expansion of the currency which the trade requirements of 
the countiy demand. This, we think, could not be properly 
secured if the Mints svere wholly closed for the coining of silver 
for the public. If this measure were adopted, the responsibility 
for supplying the silver demand would be thrown on the Goiern- 
meat, and in the present position of the market for gold and 
silver bullion in India it would not be possible to accept such a 
duty- 

“•19, What might at first sight appear the simplest, and 
therefore Ac best way of allowing for the expansion of the 
Indian silver currency with a gold standard, would be for the 
Government to undertake to give silver coin in exchange for gold 
coin to all comers, at the rates fixed by the new system, and to 
open the Mints for the coinage of gold, while they were closed 
for siher, Tut in the absence of any supply of silver in India 
from, vvhich to obtain the necessary material for coinage, such an 
obligation could not be accepted, without involving the Govera- 
ment in complicated transactions in the purchase and storing of 
bullion which it vvould be very mexpedient to enter on.” 

With these reasons, mtcrcstjng in so Ear as they were prophetic 
of the scandals connected with the recent silver purchases by Ac 
India Office,* wc are not directly concerned. What is of 
importance is whether this differaice in Ac motk of issue makes 
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lisue of rupees which could not have been possible had the Mints 
remained open to the public in general, the reply is that this will 
to limit could be effective only if the Government had the power 
to refuse to issue. Central banks limit their ’currencies so far 
as will is concerned, because they are mot obligated to issue to 
anyone and every one. But the position of the Government of 
India is lamentably weak m this respect. It is bound to issue 
currency when asked for. It is true that every issue does not 
involve a net ’addition to the existing volume of currency ; for a 
portion of the new issue is a re-is^'ue of what is returned from 
circulation. Nonetheless, it cannot be said that the Govern- 
4 .ment by reason of its monopoly has put an effective limit on the 
volume of rupee currency. On the other hand, having no escape 
from the liability to issue currency, the exercise of this cherished 
privilege has recoiled on the Government, so much so that this 
monopoly of issue, instead of^4trengthening the position of the 
Government, has weakened if considerably. * The view of the 

Chamberlain Commissiont •' 


“ that while the Government arc very large dealers in the exchange 
market, they are not monopolists (!) and it seems doubtful if 
they could successfully stand out for any such [fixed nunimuin 
rate] at all times of^'the year,” 

is therefore interesting a^ a confession that the closing of the 
Mints has not had the virtue of so limiting the coinage of rupees 
as to enable the Government to dictate at all times the price of 
the rupee, which none but it alone can manufacture. 

Thus the present ^tandard is different from the standard 
proposed in 1878 only in name. If this one is characterized by 
the adoption of the rate of exchange as an index for regulating 
the volume of currency, the same must be said of the former. 
But, as Mr. Hawtr^y remarks, f whatever means arc adopted 
for the manipulation of the currency, 

“the value of the rupee will be determined by the quantity in 
circulation. *7 

• Tbs danger in thu indefinite liabibty to issue rupee currency was 

rccogniMd by the Smiib' Currency Comnuttce of 1919, which recommended that this 
obligation should be withdrawn. See Report, par. 6S. Of course its motive wu 
different. r. 

t Reoott, par. J82. 
f Curreney ancf Credit. 1919, p. 311. 


15S 



*<J 

, ‘Hffl ‘I^mtoaoi^ fo jsujttoj tfamnQ stp m sinjCajj 30 Mai\ai tiq -jo J 

' . - . ;6t *«oPa«J puv Rounmo «»/;>«/! ‘sanXaj; | 

,. . " . • ' ' ’ ■'*95' ’Md-'iioda^' , 

, ' ' spDonoD 3SJ3A3J Sin{|3s U| -*j3ipo i[dW JO ajisoddo 

aqa SB papjESsj oq'isnm saopoBid OMq aqj 3^^ raojj 

. - •s[|Tq uBpioj Binpjoq sqireq iresdojtig ' sqq ptrc spouiioD 

3SJ3’A3J Smjps Eipxij JO 4U3U1UJ3A0Q 3ip U33A!V33q sroj3qj sssuaqij 
jEqAiv 33S 03 jpoqjip SI 31 :|'3no s3inod j3J3tirca3';j "jojtj sb ‘3ng 

4. ,;33Ej, umtuixEm u;tt)j3D c ie ifauajjriD |E 30 j ot juauiArd joj 
sSoEqsxs uSiMOj jp‘s 03 ssaaSaijjiAV jo ssjSsp i|S;ij c 3nq ‘ADnsjinD , 
jEDOj 3 ip ibj aStrcqDKS.uf Xjjedoj, pjo 3 A|ddns 03 ss3u§ai|jiMnn ‘ 

JO 333§3p bmos ‘pjoS JO 30U Apinui Aonsjjno ]C 30 j e jo ssn sqi „ - ■ 

psAjoAui ipoq SB qDnrasBOT 
'ss3U33{i(; pjusraBpunj ssop b psAJSsqo sq ^ipuj Jo 3113 uiuj3AOo 
oq3 Xq spounoo dsJ3A3J jo Smjps pus sqiq uSpjoj qons jo Suqps 
3q3' TOsAAjsg ‘ssijjtmoi) iiSpjoj 03 s33i3B333m3J Sm:5iBta jp-ssodatid 
3q3 Joj sSuBqoxs jo sjpq uSpjoj pjoq 03 squBq 3S3q3 jo 3Di33BJd 
3q3 3q 03 p3sn 3f 3Bq3 punoj opj- ‘adoing jo s3iJ3imoD 3UE3i6dun • 
3q3 JO 3UI0S JO squBq {BJjuao 3q3 Jo sq oj'pssn Xstp sb suopBJtsdo 
3q3 puB rasisAs Aoaaimo UBipuj 3q3 jo siiopBJsdo -3q3 U33Ap3q 
SS3U33fri p3U3UIBpunj B ST 3J3q3 3Bq3 Aoqs 03 p33dlU333B - SBq ■ 
s3tiA3-}j 'Jjq ‘sjq jo 3SI3B3J3 3Bq3 uj 's:>uvutg pov miptq 

uo 3ST3B33 Sui3S3J33m s,s3uA3;^ ujq JO ji jsjdBq^ 03m qo6{ 3 snui. 

3AV ‘3J3AV J3q3BJ JO ‘3JB S3I3IUgjB 3S3q3 3BqA\ 03 SB BSpx UB JsS OJ, 

. • •3iaqAV3sp 

puE s3iJ3unoD ucsdojng 3^338 aqi jo oinos 311 sni33sAs AonaiitiD . ' - 

J 3 q 30 qiJAi sspra^G 3 sop scq lasisAs TiEjpnj- luassid oip 3Eq3„ 

, :'„ ,^ 3 no Sinppq[ Aq'pjBptiB38 

3 Bq 3 tn. spuspquoD , saidsuT ,03 iqSnos sBq ,31 ‘ptrcq. ipqjo aq3 
UQ ‘UEjd psirmspuoo b jo u6pB3T3sns3J,B si pjBpuEis sSuBqoxp 
3q3 3Bq3 A\ojjB joiTipM tioissitmud^ xnBjjaquiBqQ 3q3 ing. 

•J333BJ 3q3 3 SUIbSe ptJEA OSJE SJB J3«IJ0J_3q3 3SinBSB pTJBA 

3JB 3Bq3 s3U3ranSjB 3qj ‘ajjijB AgEpiisssp Suisq ‘isqj spnjbuoD 
3 snui 3AA Apti 3 nb 3 SU 03 •' -jsSuBp 'jBtp xnoJj spjij sq or pres 3q ‘ 
IIB3 3U0 3n3S3J<J 3q3 JOtr '8481' JO usjd ‘a?ibs saa-sb '3n’g; 

•S33dnj JO 3nssi-J3A0 3smBSB uoisiAOjd B SI pJBpire3S pjdS .B rjo^ 
A33JBS stp JOj jBptrasss sq 03 piEs^q 3smit 3BqAA .‘spjOA\. J3ipo iij 

pjopuDis dSuDpxj piof) D ‘Oi pjopitpis PI9D o 'iuojj ■ „ 


The History of Indian Currency and Banking 

“ the Government sells drafts against its foreign gold aedit 
(i.e. its gold resets e), when money at home is relatively redundant, 
as evidenced by exchange having reached the gold export point. 
Thereby it relieves the redundancy through the withdrawing from 
circulation and locking up the local money received in payment 
for the drafts. Under Ae practice of holdii\g foreign bills to 
protect the money market, the central bank sells its foreign bills, 
when money at home is relatively scarce, as means of securing 
gold for importadon or preventing its exportation. In Ac 
former case, the sale of drafts takes the place of an exportation 
of gold, and the resulting withdrawal of local money from 
circulation is in essentials an exportation; in the latter case the 
sale of the drafts abroad is part of a process for securing gold 
for importadon, or for preventing its exportation. ” 

The Indian currency system therefore bears no analogy to 
the European ctirrency systems, as hlr. Keynes would have us 
believe. But if a parole! is needed, then the true parallel to the 
Indian system of currency is that system which prevailed in 
England during the Bank Suspension 'period (1797-1821). The 
fundamental likeness between the two systems becomes quite 
unmisttikable if we keep aside for the moment the remittance 
operations of the Government of India and the Secretary of 
State, which becloud the true features of die Indian currency 
system. If we tear this veil and take a close view, the following 
appear to be the prominent features of the Indian system : — 

» (1) The gold sovereign is Eili legal tender. ' 

(2) The silver rupee is also full legal tender, 

(3) The Government undertakes to give rupees for 
|c^ereigns, but does not undertake to give sovereigns for rupees, 

^ ic.|the rupee is an inconvertible currency unlimited in issue. 

X Turning to the English system of currency during the period 
, of die Bank Suspension, we find : — 

(1) The gold sovereign was full legal tender. - , 

(2) The paper notes of the Bank of England circulated as 
money of general acceptability by common custom if not by law. * 

(3) TEe Bank of England undertook to give notes for gold " 
or mercandle bills or any other kind of good equivalent, but did 
not give gold for notes, i.e. the notes formed an inconverdble 
currency unlimited in issue. 

*■ Ct AxsdtcadM, Hinar}. of Sjoi of Eeglasd, p 198. ~ "" ' 
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how severe must be the obligations as to convertibility in order 
to prevent prudent management o£ currency from degenerating 
into an imprudent management resulting in over-issue. If, 
therefore, it is true tlrat in countries having a convertible currency 
the affairs were so prudently managed that when specie left the 
country the paper money not only did not increase to take its 
place, but actually diminished, and that usually by a greater 
absolute amount than the gold currency, it was because tlic 
obligations as to convertibility were those of “effective absolute 
immediate convertibility.”'^ We can now appreciate why 
Prof. Sumner said ^ that 

“ convertibility in the currency is like conscientiousness in a man 
it has many grades and is valuable in proportion as it is strict 
and pure." 

That being so, it would be foolish to assume that we arc immune 
from the consequences of an inconvertible currency until we 
know what is the grade of the convertibility that is provided. 
Now, what is the character of the convertibility of the rupee in 
India ? It is a deferred, delegalized, delocalized, and therefore 
a devitalized kind of convertibility. Indeed, really speaking it is 
not a convertibility, but radrer it is a moratorium which is a 
negation of convertibility, for what does the provision for con- 
vertibility for foreign remittances mean in practice ? It simply 
means that until a fall of exchange takes place there is a mora- 
torium or inconvertibility in respect of the rupee. Not only is 
there a moratorium as long as exchange does not fall, but there is 
no guarantee that the moratorium will be lifted when a fall docs 
occur. It may not be lifted, for it is a matter of conscience and 
not of law.t Is such a grade of convertibility, if one has a 
. predilection for thai. term, very far removed from the inconverti- 
bility of the bank notes during the suspension period ? Let 

* "No single word can convey the fiiil meaning,’’ says Prof Nicholson 
}Var finance, 2nd cd., 1918, p 36. 

f A History of Ammcan Currency, New York, 187-1, p. 116, 

The Finance Member of the Viceroy’s Council, in his Financial Statement for 
1908-t)9 (p. 23, italics not in the onginal), observed- — “Had we comjibcd with 
the demand for" issues [of gold] without lunit, the whole available supply might 

have been drawn off in a few weeks For these reasons we decided to stand by 

our legal rights. . XVe are not bound to give soven'egns in exchange for 
mpeet except at our ^ own convenience. ^ The currency offices were accordingly 
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fiduciary currency well-nigh inconvertible^ and also possessing 
the quality o£ nnlimited legal tender. 

It needs no acute power of penetration to see that, p 
interpreted, the existing currency system in India is the opposite 
of the system oudmed by the Government in 1898 and passed 
by the Fowler Committee. The two are opposites of each other 
for the same reason for which the Bank Charter Act was the 
opposite of the Bank Suspension Act in England. Under both 
the Acts the currency in England was a mixed currency, partly 
gold and partly paper- The difference was that by the Bank 
Suspension Act the issue of gold became limited and that of 
paper unlimited, while under the Tank Charter Act the process 
was reversed, so that the issue of paper became limited and diat 
of gold unlimited. ^ In the same manner, under the original 
scheme of the Government of India, the issue of rupees was to 
be limited and that of gold imhmited. Under the existing system 
the issue of gold has become limited while that of rupee has 
become unlimited. 

' Was this an improvement on the plan originally contem- 
plated by the Government of India ? The only obiection to 
that plan was tfiat it made^the rupee an inconvertible rupee.* 
;But is convertibility such a necessary condition, ancl, if so, when ? 
The idea that convertibility is necessary to maintain the value 
a currency is, on the face of it, a preposterous idea. No one 
wants die conversion of bananas into apples to maintain the value - 
of bananas. Bananas maintain their value by reason of the 
“fact^that there is a demand for them and dieir supply is 
limited. There is no reason to suppose that currency forms an 
exception to this rule.- Only we are more concerned to maintain 
the value of currency at a stable level than we are of bananas 
because currency forms a common measure of value. What is 
wanted to maintain the value of currency, or of any other thing 
for the ^ inatter of that, is an effective limit on its supply. 
Convertibility is useful, not because it direedy maintains the 
value of a currency,^ which is nonsense, but because it has the 
effect of putting a limit on the supply of c urrency. But con- 

• Both Ltndsiy and Probyn had attacUd the plan of the Government of tndia 
on this score, and had claimed that their plans were superior because they had at 
lc2sc provided some cott of coavcrubiluy^ 
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as a sufficient limiting influence. When a standard of value is a 
convertible paper money the provisions as to reserve act as_a check, 
on its expansion. But -when a standard of value consists of a 
money the value of which is greater than its , cost and is incon-; 
vertible, the currency must be said to be fraught with the- fatal 
facility of indefinite expansion, which is another ffiame for deprc;; 
elation or rise of prices. It cannot, therefore, be said -that, the 
Bank Charter Act made no improvement on the Bank Restriction 
Act. Indeed, it was a great improvement, for it' substituted a, 
currency far more liable to expansion. Now the rupee, is .a 
debased coin,* inconvertible, and is unlimited legal tender. .As, 
such, it belongs to that order of money which has inherent in if 
the potentiality of indefinite expansion, i.e. depreciation and rise 
■ of pric«;,,' As a safeguard ' against this the better plan vvas no, 
doubt the one originally designed, namely of putting a limit bn' 
the. issue of rupees, so: as to make the Indian currency system' 
• analogous to the English system governed by the Bank Charter 
Act of 1844. , ' , ' 

'■ ‘ If there is any force, in the line of reasoning adopted above, 
ffien it. is not easy to agree with the opinion entertained by die 
Chamberlain Commission of the Exchange Standard. Indeed; 
it raises a query whether for all that the Commission said there - 
. is not somewhere some weakness in the system likely to. bring 
about its breakdown. It therefore becomes incumbent to 
' examine the,' foundations of that standard from a fresh point 
of view. . . 


-- • It .IS diffimlt to- undustand why some writers oa Indian currency = do not 

’.like' to' admit this focu Cf. the discussion on 'Mr, Madan’s paper at the 'annual 
. mcetins'of the Indian Economic Assoaation {Indian foiimal of Econo/n;«,-Wol. UJ, 
Part' 4, Serial. No, 12, p. 560), It is true the dcbasemriit ot.'ttie rupee it not so ' 
" ohsious « It would, have been had it taken the form of cenunuing the weight and 
ina^g It baser, or of presersing the: same fineness and, making it lighter.. Bnr. I 
■ as points out in his Essay upon ^foaey and Coins (Part Chap. I, par; S),^' 

the atlcring the denominations of the" coins, without making any alter: 

. Mint or in the coii« themsches, ” “as supposing ninepencci or as mui 
there is m nincpence, should be called a shilling,” is a mode of debasement' 

- , {torn tliat of the rupee, and is virtually' the same as the other twi 

•' debasement. So viewed it is. difficult to avoid, the conclusion ' that tlic 
debased Com. - ' ' - - 
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That the arrest in the fall of the rupee should have lifted 
the burden from Indian finances was just as was expected to 
follow from the closure of the Mints. . No^ithstanding 
important reductions in taxation and large expen^ture of social - 
.utility, the ann ual budgets since the Mint closure have shown 
fcwjd^cits (jtf? p. 171). . . ! 

Now there is a tendency among some writers to interpret 
these facts as unmistakable proofs of the soundness of the . 
currency system- It is argued that if the trade of the country 
has not received a setback,* and if the finances of the counti^t- 
have improved, t then the implication is that the currency of 
which such results can be predicated must.be good. It is, not 
necessary to. warn students of currency that such easy views on' 
the soundness of the currency system, however plausible, , are 
devoid' of the logic necessary to carry conviction. ‘ Trade no, 
doubt is dependent on good money, but the growth of trade , 
is not a conclusive proof that the money is good. It shouI4, ' 
be ncjted that during the periods of debased coinages so common 
at' one time the social misery and nuisance arising therefrom 
were intolerable, yet during the same periods it was possible 
for .countries to make great advance in trade. Speaking of 
seventeenth-century England, when that country was afflicted 
with debased and constantly ch^ging coinage and when there 
was, besides, a lorig period mf civil war and confusion. Lord 
Liverpool, who was above all , statesmen of his day most alive 
to the evils of a bad currency, remarks : — 


■ ' ' y is certain, however, that during the whole of this period, 

Iwhcn our' coins were in so great a state of confusion, the com- 
. ■ - kingdom was progressively improving, and the 

•balance of trade almost always in favour of this country.” f 

That commerce- can increase even when currency is bad 
is easily supported from the- experience of India- herself. In. 
no period did Indian trade rnake such stride as it did 
DCtwc^ 1873 and 1893. Was the Indian currency of that period 
good ? On the .other hand, it is possible to hold that if trade is 


: • Keynts, opi dt, p. 3. ' ' . ’ ' 

1 D., The StenJard of 224, 

■i'TraUtse oa the Coins of the Reafm {reprint of I8S0), p. 135. 
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good it may be because the currency is bad. The trade of India 
between 1873 ''^d"'l893lldurished ' because it received a,bounQr. 
But the bounty was a mulcting of the Indian labourer, whose wagei 
did not rise as fast as prices, so that the Indian prosperity of that 
. period was founded not upon productionj' but upon depredation 
; made possible by the inflation of currency. ’ , 

Similarly it cannot be granted without resery^that the ney 
currency system must be good because it has obviated the burd^ 
of the gold payments and given relief to the Indian taxpayer 
Such a view involves a misconception of the precise source of the 
burden of India’s -gold payments during.,the, period of falling 
exchange. . It has been widely held that the burden of gold -pay- 
ihents was caused by the fall in the gold value of silver, a view 
which carried with it the necessary implication that if India had 
been a gold-standard country she would have escaped that heavy 
burden. That it is an erroneous view hardly needs demonstra- 
tion."*^ It is not to be denied that India bore an extra burden 
arising from the increased value of the gold payments. But what 
is not sufficiently realized is that it was a burden which weighed 
on all gold debtors irrespective of the question whether their 
standard was gold or silver. In this respect the position of a 
gold-standard country like Australia was not different from a 
silver-standard country like India. In so far as they were gold 
debtors they , suffered each in the same way from the same cause, 
namely the appreciation of the standard in which their debts were 
measured. The fact that one discharged her debts .in gold and 
the other in Silver made no difference in their condition, except 
that the use of silver by India to discharge her debts served as a 
refractory medium through which it was possible to see the 
magnitude of the burden she bore. The fall of silver measured 
^d not caused the burden of India’s gold payments. .The arrest 
in the fall of the rupee cannot be accepted as a prlma facie proof of 
a relief to the taxpayer and therefore an evidence of ffie soundness 
of the currency system. It is possible, that the benefit may have 
been too dearly paid for: ' 


CL evidence of Prof, ^{arshal{ before the Gold and Silver Coxnndssion, IBSS 
Q.'10,M0-50. ' ' 
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the market and preferred to follow it. But this let-go policy 
was not without its cost. The drop in the exchange below 
Is. dd. added to the burden of remittances to the Home Treasury, 
and also compelled the Government to grant exchange compen- 
sation allov/ance to its European officers, civil and military— an 
aid which it had so far withheld. The cost to the Government 
involved by the fall of the rupee below par was quite a consi- . 
derable sum.* 


TABLE XXX 

Cost of the Fall of the Rupee 


] 

Years. 

1 

IiOSa on 
Couaal UiUs 
bcins snM 
belQiV par. 

Lox* by 
33s:ichaage | 
Gompensa- 1 
Uon AHo\v-| 
ance. j 

XOA3 b> 
Increase at 
Pay* of 
British 
Troops 

Tcta} on each 
Account in 
Year. 

Total on all Counts for 
three Tears 

In Kupces. 

lu Slcilmg 
at 35, 4d. 

istw-os 

ISOS 

isoo-sr 1 

1 

3.74.15.000 

3.03.01.000 
l,00,'t3,000 

78.02.000 
87,JS,000 

48.95.000 

0734,000 

1 49,33,000 
i 44,25.000 

[ 4,00,01,000 

1 4.42,47,000 

1 2,59,38,000 

1 

B., 

i- 11,91,86,000 

c 

1 7,945,755 

i 


In the midst of such a situation it is no wonder if the faith 
of the Government in the ultimate stability of the rupee had 
given way, for we find that in October, 1896, the Financial 
Member of the Council had personally , come to the conclusion 
that it would be better in the interest of stability to substitute 
15d, for 16d. as the par of exchange between the rupee and gold, t 
B ut the suggestion was dropped as the rupee showed signs of 
reaching the gold par, which it did in January, 1898, after a 
period of full five years of depreciation from the established par. 

Between Janu^', 1898, and January, 1917, twice did the 
rupee fall below its gold par. The year 1907-8 records the 
second occasion when the parity of the rupee under the exchange 
standard broke down. The actual rates of exchange prevailing 
in the market were as follows : — 

* E^dcnce o£ Hon. A. Arthur before the Fowler Committee. Q l.SS?6-7. 

j C** Shirras, Mtan Finance Uhd l^n\ing^ p. 368. 
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TABLE XXXII 

Rates of Exchange London on Caicutta (ekom the 
National Bank of India) 


Months. 

1914. 

1915 . 

Highest. 

Lowest, 

Highest. 

Lowest. 

January . 



1 311 

1 3H 

February . 

— 

— 

1 4:?s 

1 3?? 

March 

— 

— 

1 4 

1 311 

April 

— 

— 

1 311 

1 3jt 

May 

1 4i 

1 3il 

1 311 

1 3| 

June 

1 3§i 

1 311 

1 3| 

1 3H 

July . . . 

1 3|! 

1 311 

1 33? 

1 3n 

August 

1 

1 an 

1 3H 

1 351 

September 


1 3h 

1 4 

1 3ii 

October . 

1 

1 3l| 

_ 


November. 

1 3^ 

1 3lf 



December 

1 3h 

1 31-: 




currency. Once the price of silver rose above that point the 
danger of the rupee passing from currency to the melting-pot 
was imminent. Now, with the exception of a brief period 
from September, 1904, to December, 1907, the gold price of 
silver had since 1872 showed a marked tendency to fall. The 
decline in its price was so continuous and so steady as to create 
the general impression that the low price had come to stay. 
Indeed, so firm was the impression that the framers of the 
exchange standard had never taken into account the contingency 
of a rise in the price of silver above 43d. So little was it antici- 
pated, that the system was not criticized on this ground by any 
of the wimcsscs who deposed before the successive Committees 
and Commission on Indian currency. But the unexpected may 
happen, and unfortunately did happen after 1916, and happened 
suddenly. On February 10, 1914, the cash price in London of 
^ver per ounce of standard fineness was 265j8d. It fell to 
— 11116d. oa^ebruaiy^iO, 1915, antLthough it jumped-to 27d. 
on the-samelIatrin:i9lCyef the^pee iting- 

pomt. After the last-mentioned date its rise was meteoric. On 
178 
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value of die rupee in terms of -the pound will rise. On the 
other hand, if - rupees in India fall in purchasing power (Le. if 
the Indian price-level rises) while pounds rise in purchasing 
power or remain stationary or fail less rapidly (i.e. if the English 
price-level falls reladve to the Indian price-level), it will take 
more rupees to be worth as much as a pound, Le. the exchange 
value of the rupee in terms of the pound will fall. " . .. 

On the basis of this theory the real explanation for a fall in 
the Indian exchange should be sought for in the movement of' 
the Indian price-level. Lest there be any doubt . regarding the 
validity of the proposition let us take each of the occasions of 
the fall and find out whether or not the fall was coincident with 
the fall in the purchasing power of the rupee.* , 

1 TABLE XXXVI 

Period I, 1893-98 


Currency iu Ctrcnlation 

Rupees 4. Notes. Index Number. Index Number 










^01 
eii 
iOX 
001 
001 
i6 
96 
, 86 
£01 

(9) 


00l=t6-068t t 
pcreiSna 
nisaoua JO 
isqtann xapui 


LXI 

8SI 

tsi 

OZI 

Oil 

III 

911 

OSl 

9^1 

(t) 


O01=f6'068T^ 

•eipui 

tnsaoud 1° 
jaqronisi xapuj 


6€1 

811 

zn 

9Sl 

911 

SIT 

601 

911 

SOI 

(S) 


•001 ~16 0C8I 
jaqxan^i xapuj 


I8I 
061 
981 
191 
Z9l 
Lll 
81 1 
091 
181 

(s) 


•sjl J° so^oiO 
yn ^nnotnv 


8061 
i061 
9061 
9061 
• 1061 
8061 
Z061 
1061 
, 0061 

( 1 ) 




•sattoii + 


8061-0061 'll 
iiAXXX aiavi 

pJvpuo^s 32 udi /:> x 3 



History of Indian Currency and Banking 

TABLE XXXIX 
Period IV, 1915-1921. 


Years. > 

Currency in Circulation 
Knpees+Notos 

Index Number 

1 of Prices in 
i India. 

! 1913=100. 

Index Number 
of Prices jn 
England 
1913=100. 

Amount in 
Crores of Ra. 

Index Number 
1913=100. 

(1) 

1 

(2) 

(3) 

(‘f) 

' (5) 

1915 

266 

104 

112 

127-1 

1916 

297 

116 

125 

169-5 

■ 1917 

338 

132 

i 142 

206-1 

1918 

407 

155. 

178 

226-6 

1919 

463 

180 

200 

241-9 

1920 

411 

160 

209 

295-3 

1921 

393 

114 

183 

182-4 


•Index numbers o£ prices are taken from the League o£ Nations Memorandum 
on CuTttncj, 1913-1921, 2n<i Ed. (1922). Table VIII Figures for CitcuUUon 
are taken from H. S Je^on’s TAe Future oj Exchange and Indian Currency, 1922, 
P. 44, Index numbers of Circulation, arc Calculated. 

Now do these tables confirm,' or do they not, the argument 
that the fail in the gold value of the rupee is coincident with a 
fail in the general purchasing power of the rupee? What 
was the general purchasing power of the rupee when a fah in 
its gold value occurred ? If we scrutinize the facts given in 

the above tables in the fight of this query there can be no doubt 
as to the validity of this argument. From the tables it will be 
seen that the gold value of the rupee improved between 1893-1898 
because there was a steady, if not unbroken, improvement in its 
general purchasing power. Again, on the subsequent occasions 
when the exchange fell, as it did in 1908, 1914, and 1920, it will 
be observed that tliosc were the years which marked die peaks 
in the rising price-level in India; in other words, those were 
the years in which there was the greatest depreciation in the 
general purchasing power of die rupee. A further proof, if 
it be needed, of die argument that die exchange v.alue of the 
rupee rnust ultimately be governed by its general purchasing 
power is affordcil by the movements of die rupee-sterling 
c.xchangc since 1920 {see Table XL). 

m 
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' ‘ TABLE XL ‘ 


Date 

Rupee 
Pnees in 
India 
1913=. 100. 

Sterling 
Prices in 
England 
(Staltsi). 
1913-.100. 

Average 
Rate of 
Exchange 
London on 
Calcutta 

Riipee- 
' Sterling' ’ 
Purcliasing 
,• Power 
Pinty. 
Col.' 3 
l®‘^Col.2: 

0) 

(2) 

(3) 

(4) 

(5) 




d.- 

d. , 

1920. January . 

202 

289 

27.81 

22.89 

•February 

203 

306 

32.05 

24.12 

March . . 

194 

301 

29.66 

25.40 

- April 

■ 193 

300 

' 27.88 

25.95 

May 

190 

298 

25.91 

25.77 

June 

192 

293 

23.63 

25.08 

July 

196 

282 

22.63 

24.49 

August . 

193 

263 

22.75 

24.70 

September 

188 

244 

22.31 

24.94' 

October . 

188 

232 

19.88 

24;oo 

November 

186 

215 

19.69 

22.62 

December 

179 

209 

17.44 

21.81' 

1921. January . 

169 

200 

17.66 

21.96 

February 

164 

191 

16.31 

20.98 

March, 

162 

183 

15.53 

20.40 ^ 

Ap^, 

. 163 . 

186 

15.75 

19.63 

May' 

170 

182 

15.44 

17.98 

June 

172 

176 

15.53 

17.14 

July 

171 

163 

15.38 

17.40 

August . 

. 178 

161 

16.25 

16. 36’ 

September 

178 

157 

17.22 

15.82 

October . 

178 

156 

17.02 

14.65 

November 

173 

161 

16.25 

14.89 

, Decethber 

169 

157 

15.94 

14.86 

J 922. .January . 

162 

156 ' 

15.88 

15.41' 

February . 

159 

- 156 , 

15.59 

16.70 

March 

160 

157 

15.34 

15.70 

, , April 

160 

, 159 

15.19 

15.90 

--.'May,' 

- ,162 - 

. 159 

15.59 

15.70 

June 

169 

- 160 

15.63 

15.14' 

Jyly ■ . 

170 

158 

15.69 

14.87 

. August ... 

, 7 166, 

153 

15.66 . 

' .14.7’i 


,188 
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never had. In giving a value to the rupee so much above its pur- 
chasing-power parity, it is obvious the Committee originated a 
solution for the simple problem of stabilizing the rupee which 
involved the much bigger and quite a different problem of 
deflation or raising the absolute value of the rupee. How was 
the object to be attained ? The Committee never considered 
that, problem. And why ? Was it because the price of silver 
had gone up ? May be. -But it is doubtful whether the 
Committee could have believed firmly that the value of silver 
was going to be permanently so high as to require a m^ification 
of the gold par. Anyone who cared to scrutinize the rise in 
the price of silver could have found that the rise was largely 
speculative and could not have been permanent, (see Table XLI). 

. TABLE XLI 

Price of Silver in Sterling (Pence) • 


Year. 

Highest 

i Lowest. 

1 Average. 

Range of 
Vanatroo. 

1913 

29| 

2511 

1 

27* j 

3* 

1914 

27| 

22i 

25* 

sj 

1915 

27i 

22A 

2% 

23« 

4H 

1916 

m 

31* 

10* 

1917 

55 

42| 

40| 

19H 

1918 

49if 

471* 

7 

1919 

79J 

47J 

57* 

315 

1920 

89i 

m 



1921 

43| 

30| 

37 

12i 


But supposing that the rise in the price of silver was not 
speculative, did it follow that the rupee was appreciated ? The 
diagnosis of the Committee was an egregious blunder. With 
the facts laid before the Committee it is difficult to under- 
stand how anyone with a mere smattering of the knowledge 
of price movements could have concluded that because silver 
had appreciated the rupee had therefore appreciated. On the 
other hand, what had happened was that the rupee had depreciat- 
ed in terms of general commodities, including gold and silver, 
ffideed, the appreciation of silver was a depreciation of the rupee. 
Table XLII is conclusive evidence of that fact: — 

44 4 Kirkald/5 Bnttjh Wer Bnaacc, 1921, p. 35. Figure, for 1921 tfs 
ftaded from die ludun Paper Curtcacy Report, 
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of gold. The latter solution was applicable only if the rupee 
had appreciated. But as it was silver that had appreciated in 
terms of the rupee, the only feasible solution was to have proposed 
the reduction of the fineness of the rupee. Had the Coirunittee 
regarded silver as a commodity distinct from the rupee' like any 
other commodity to be measured in terms of the rupee as a umt' 
of account, probably it might have avoided committing, the, 
blunder which it did. But what is more than probable is that’^ 
the Committee did not tlimk that the general purchasing power 
of the rupee was a factor of any moment in the consideration of 
the matter it was asked to report upon. What was of prime 
importance in its eyes for the maintenance of the exchange value 
of the rupee ryas a favoura.ble balance of trade, and that India ' 
had at die, time the; Committee drafted its Report. For the. 
Committee, in the course of its general observations on the' 
exchange, standard, remarked : ' 


- ‘'tliat the system had proved effectual in preventing the fall in 
■4 the value of the rupee below Is. ^d., and unless there should 
, , have been profound modifications in India’s position jas an 

' 1 exporting country with a favourable trade balance, there was 

% j no reason to apprehend any breakdown in this respect.”* 

Proceeding on this view of the question it was quite natural 
for, the Committee to have argued tliat if a favourable balance 
of trade sustained Is. 4d. gold exchange, why should a similar 
balance of trade hot sustain 2s. gold exchange ? ' . 

Ag^, it is only' on some such hypothesis that one can 
‘ explam why the recommendations of the Committee were 
adopted at- all when the necessity for their adoption had 
passed away. Even if the intrinsic value of. the rupee exceeded 
its nominal value, there was no danger of a wholesale disappear- 
ance of the rupee from circulation in view of the enormous 
volume of rupees , in India.! What would have taken place 
was not a wholesale melting of rupees, but a constant dribbk 
of an irregular and illegal character leading to the contravention 
.of the orders then issued by the Government of India against 
the melting or exportation of ' the rupee coin. At the time 
when the ..Committee reported (December, 1919) the price of 
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Ct evidence of Mr, Kignes before the Coirunittee of 1919, Q, 2 , 665 - 68 . ' 
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this enactment, so singular in its rashness, was none die less 
founded upon the hope that the balance of trade would become 
favourable in time and thus help to maintain the 2s. gold value 
of the rupee.' That this is a correct interpretadon of die Gov- 
ernment’s calculations is borne out by the folkiwing extract 
from the letter which it addressed to the Bengal Chamber of 
Commerce in explanation of the currency fiasco.* After speak- 
ing of the necessity for granting international credits to revive ' 

commerce, the letter goes on to say : — 

“But for the rest they [i.e. the Government o£ India] cm 
now only rely on the lutural course of events and the return 
, of favourable export condinons, combined whh the reduction 
' of imports ... to strengthen the exchange. Experience has 
^ demonstrated that in the present condiuon of the world trade 
stability is at present unattainable, but the Government of India 
t see no reason why the operation of natural conditions . . , should 
x"" not allow of the eventual fixation of exchange at the level advo- 
^ cated in the report of the Currency Committee.” 

Which of the two views is correct ? Is it the low pur- 
chasing power of the rupee which is responsible for its fall, 
or is it due to an adverse balance of trade ? Now, it must at 
once be pointed out that an adverse balance of trade, as an 
explanadon of the fall of exchange, is something new in Indian 
official literature. A fall of exchange was a common occurrence 
between 1873 and 1893, but no official ever offered the adverse 
balance of trade as an explanation. Again, can the doctrine of 
adverse balance of trade ffirnish an ultimate explanation for the 
fall that occurred in 1907, 1914, and 1920 ? First of all, taking 
into consideration all the items visible and invisible, the balance- 
sheet of the trade of a country must balance. Indeed, the 
disquisitions attached to the Indian Paper Currency Reports, 
wherein this doctrine of adverse balance as a cause of fall in 
exchange is usually to be found, never fail to insist that there is 
no such thing as a “drain” from India by showing item by item 
how the exports of India are paid for by the imports, even in 
ffiose years in which the exchange has fallen. The queer thing 
IS, the same Reports persist in speaking of an adverse balance 
of trade. Given the admission that all Indian exports are paid 
for. It IS difficult to see what remains to speak o f as a balance. 

•The letter was published in the Timet of [adia, November 20, 1920 p. 14 
col* 6, > V' » 
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ris& of prices in. India was assigned, among others,* to the 
decline in supplies relatively to population. In view of the 
more or less generally accepted theory of quantity of a currency 
as the chief determinant of its value, the line of reasoning 
adopted by the Committee is somewhat surprising. But there 
b enough reason to imagine why the Committee preferred thb 
particular explanation of the rbe of prices. The position of 
the Government with regard to the management of the Indian 
currency b somewhat delicate. .\lready the issue of paper 
currency was in the hands of the Government. By the Mint 
closure it took over the management of the rupee currency as 
well. Having the entire control over the bsue of currency, 
rupee and paper, the Government becomes directly responsible 
for' whatever consequences .the currency might be said to pro- 
duce. It must not, also, be forgotten that the Government b 
constantly under fire from an Opposition by no means over- 
scrupulous in the selection of its counts. As a result of thb 
situation the Government walks very warily, and b careful as 
to what it admits. Lord Casdereagh, in the debate on Horner’s 
resolution of 1811 stating that bank notes were depreciated by 
over-bsue, asked the House of Commons to consider what 
Napoleon would do if he found the House admitting the depre- 
ciation even if it was a fact. The Government of India b in 
the same position, and had to think what the Opposition would 
do if it admitted thb or that principle. The reason why the 
Government of India adheres to the adverse balance of trade 
as an explanation of the fall of exchange is the same which led 
the Conunittee to ascribe the rbe of prices to the shortage of 
goods. Both the doctrines have the vbtuc of placing the events 
beyond the control of the Government and thus materially 
absolving the Government from any blame that might be 
otherwise cast upon it. What can the Government do if the 
balance of trade goes wrong ? Again, is it a fault of the Gov- 
ernment if the supply of commodities declines? The Gov- 
ernment can move safely under the cover of such a heavy 

•See Report, pan 126-27. 
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the quantity explanation of the value of money. Recasting 
the argument of the Committee in the light of what is said 
abov^ we can say without departing from its language that 
the rise of prices in India was due to the supply of cmrency 
not having diminished along with the diminution in the 
supply of goods. In short, die rupee fell in purchasing power 
because of currency being issued in excess, and there is scarcely 
any doubt that there has been a profuse issue of money in 
India since the closing of the Mints an 1893. 

The first period, from 1893-98, was comparatively speaking 
the only period marked by a rather halting and caudous policy 
in respect of currency expansion. The reason no doubt was 
the well-known fact diat at the time the Mints were closed the 
currency was already redundant Yet the period was not 
immune from currency expansion. * At the time the Mints 
were closed the silver bullion then in the hands of the people 
was depreciated as a result of the fall in its value due to the 
closure. An agitation was set up by interested pardes to compel 
the Government to make good the loss. Ultimately, the Gov- 
ernment was prevailed upon by Sir James Mackay (now Lord 
Inchcape), the very man who forced Government to close the 
Ivlints, to take die silver from the banks. The Government 
proposed to the Secretary of State that they be allowed to sell 
. the silver even at a loss rather than coin and add to the already 
redundant volume of currency. The Secretary of State having 
refused, the silver was coined and added to the currency. The 
stoppage of Council Bills in 1893-94 had temporarily accumu- 
lated a large-number of rupees m their TreasurieSj a transacdon 
which practically amounted to a contraction of currency. But 
the Government later decided to spend them on railway con- 
struction— a policy tantamount to an addidon to currency. 
The resumpdon of Council Bills after 1894 had also the same 
effect, for a sale of bills involves an addition to currency. In 
view of the heavy cost of financing the Home Treasury by gold 
borrowings, the resumption of sale was a pardonable act. But 
what^ was abyjlutcly unpardonable was the increose in the 
fiduciary portion of the paper-currency reserve from 8 to 10 

• <X it M. TAe- Tnuofi n} thi Susr.ia-J, Calajta, ISO?, pp, l6-iT, 
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jppAJasqo ‘Aaqod s,juamujaAO£) aqj jo app^ A]puaujim 
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pjopuD^s sSuDifyx^ 911} JO J7HiqD}S ; : 
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portion of the paper-currency reserve was increased to K.s, 12 cioxes 
by Act III of 1905. The first event was only calculated to 
enlarge the circulation of the notes, but the second event had 
the direct effect of lowering the value of the rupee currency. 

The third period (1909-14) was comparatively a moderate 
but by no means a slack period from the standpoint of currency 
expansion in India. The first three years of the period were, 
so to say, years of subdued emotion with regard to the rupee 
coinage. With the exception of the year 1910, when there 
was no net addition to rupee coinage, and 1911, when the 
addition was a small one, the coinage in the years 1909 and 
1912 ranged from 24 to 30 lakhs. But during the last two 
years of this period there was a sudden burst of rupee coinage, 
when the total reached ISVi crores. The expansion of paper 
currency took place also on a great scale during this period., 
In 1909 the Rs, 5 were universalized in Burma as they had 
previously been in other parts of India. This process of 
universalization was carried further during this period, when, 
under the authority granted by the Paper Currency Act (II 
of 1910), the Government universalized notes of Rs. 5 and. 
Rs. 50 in 1910, of Rs. 100 in 1911." Along with the stimulus 
thus given to the increase of paper currency, the Government 
actually expanded the fiduciary portion of the issue from 12 
to 14 crores by Act VII of 1911, tliereby throwing into circula- 
tion 2 crores of additional rupees. 

% 

During the fourth period (1915-1920) all prudential res- 
traints were thrown overboard.* The period coincided with 
the Groat War, which created a great demand for Indian pro- 
duce and also imposed upon the Government the necessity for 
meeting large expenditure on behalf of H. M. Government 
Both these events necessitated a great increase in the current 
means of purchase. There were three sources open to the 
Government to provide for the need: (1) importation of 
gold ; (2) increase of rupee coinage ; and (3) increase of 
-paper currency. It must not be supposed that the Govern- 
ment of India had no adequate means to provide the necessary 

• For a Titw pf the oirrcncy policy of this period the primary source are the 
Amiuil Knanctat Statanenu. for these year?, of the Government of Tr.rt;, 
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Government o£ India with such avidity that within four years it 
passed one after another eight Acts, increasing the volume of notes 
issuable against securities. The following table gives the changes 
in the limits fixed by the Acts and the total issues actually made 
under them : — 


TABLE XLin 
Issue of Cubsency Notes 


Acta prcicrlblos the Fiduciary laano of Currency Ifotea. 


I. Limits to fidu- 1 

1 1 

Act 

Act 

Act 

1 

Act 

Act 

Act 

Clary issues ( 

1 V of 

IX of 

XI of 

XIX 

VI of 

II of 

XXVI 

j 1915 

1916 

1917 

of 1917 

1918 

1919 

of 1919 




J la Xskht of Bupecd: 

(a) Permanent 

(b) Temporary 

14.00 

6,00 

14.00 

12.00 

14.00 

36.00 1 

1 

14.00 

48.00 

14.00 

72.00 1 

84.00 

86.00 

14,00 
12S.00’ ^ 



20,00 

26,00 

60,00 ] 

62,00 

86,00 

100,00 

120,00 

currency 

notes 

ues of*] , 



’ 





1 

61,63 

67,73 

S6,38 

99,79 

153.46 

' 179.67* 

HI. Heserve.^ 

f Silver 

1 Gold 

Socuri-' 
L ties 1 

32,34 

15,29 

14,00 

1 23,57 

1 24,16 

20,00 

19,22 

18,67 

48,49 

1 

10,79 

27,62 

61,48 

37,39 

17,19 

98,58 

17.41 

1 32,70 

09.53 


* Oo Isoyciaber 30» 1910. The rest of the hgoies are for hfatch 31. 


3ut this facile procedure could not be carried on 
ad injiniUim except by jeopardizing the convertibility of 
the notes. Consequently the very increase of paper money, 
added to the increased demand for currency, compelled 
the Government to go in for the provision of metallic 
money for providing current means of purchase and also 
give a backing to the watered paper issues. The rising price of 
silver naturally made the Govemraent go in for gold. An 
Ordinance was issued on June 29, 1917, requiring all gold imported 
into India to be sold to Government at a price based on the 
sterling exchange and opened a gold Mint at Bombay for the 
coinage of it into mohurs.* Frantic efforts were made to acquire 
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* Act VIX of 1918. 
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of India acquired a substantial volume at lOll^. cents per • fine - 
ounce. The total silver purchased during this period' was as , 
follows: 


TABLE XLIV 
Rupee Coinage, 1915 — 20 


Year. 

Silver purchased 
in Open Market, 
Standard Ounces. 

Silver purchaced 
from L'. S. A. 
Standard Ounces. 

Total Standard 
Ounces.’ ' 

1915-16 . . 

3,636,000 

■ 



.1916-17 . . 

121,535.000 

— 



- 1917-18 , . . 

70,923,000 

— 

— 

' lSlSr-19''.. 

106,410,000 

152,518,000 

— 

1919-20 - i 

11,108,000 

60,875,000 


' Total 

321.012.000 

213.393 000 

538,005,000 . 


Now, recalling the fact that from 1900 to 1914 the Govern- 
ment had coined about 532 million standard ounces of silver,* it.' 
means that the coinage of silver bp Government during these five 
. years exceeded the amount coined in the fourteen preceding years 
. by five niillion ounces. , . 

, Thus the fall in the gold value of the rupee is an inevitable 
consequence of the exercise of the power to issue mconvertiblc 
currency in unlimited quantities. This is the fate of all incon- 
‘ vertihle currencies known to history. But it is said that an excep- • 
tion must be made in the case of the rupee currency, for if the 
Government has the liberty of issuing it in unlimited quantities 
it has also resources to counteract the effects of a fall when k does 
occur. We niust therefore turn to an es-iraination of these • 
, resources. , ' ' . 

The, basis of die reasoning is that the rupee is a token currency, 
and that if die value of a token currency is maintained at par with ' 

- , tX by L- Mribnit in bis cvKicnic.to tic Carraxr Committee 

' . , . of {St3.— .M,t. -w Etidi,, 0.-37-~tI . .. ‘ 
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L Repemphon of Currency 1907-8 
TABLE XLV ■ , ' .■ 




By tlie Sale ol Bcveree Coimcik. 

By Belcaae 
of Gold. 

■ Brlvate 

, Brswlngi 
of the Seae- 
taiy ol State. 

Date. 


Al^OQQt 

o^TcieA, 

Amount fiold. 

Dunlnutioa 
ol GOTt 
Stock of 
Gold duilag 
{he Mouth. 

Exporta ot 
GoM Coin 
during 
Hoatli, , 

1907— 


L 

t 

£ 

£ 

■ ' > 

Sept. 

. 

■ 

— 

152,000 

.14 

853,893- 

Oct. 

. 

• 


254,000 

9,103 

921,678 

Nor, 


' 


532,000 

3 

427,344 

Dec. 

190S— 


' 

— 

333,000 

2,501 

. 571,905 

March'20 

• 

500,000 

70,000 

226,000 


172,669 
(for the 
- . whole 

. 


- 


- 

’ 

month) 

April 2 . 


500,000 

449,000 ■» 




.. 9 - 


500,000 

340,000 



' ' 

63,834 

.. 16 . 

.. 23 . 

30 . 
May 7 . 

.. 14 . 


■' 500,000 
' 500,000 

500,000 
500,000 
500,000 

441.000 ' 

329.000 f 

205.000 
81,000 < 

145.000 1 

461,000 


„ 21 . 

28 . 
Tunc 4 . 


820,000 

500,000 

1.000,000 

793.000 }■ 

500.000 J 

755.000 I 
70,000 > 

Nil f 

645,000 


32.764 

11 . 


1.000,000 

334,000 


169.810 

.. 18 - . 


500,000 

‘ 



„ 25 . 


, 500,000 

- 50,000 J, 



a 

July , 2 . 


’500,000 

470,000 J 




.. 9 . - 


500,000 

304,000 ( 




.. 16 . 


' 500,000 

500,000 j. 

16,000 

' — ' 

186,847 

23 ■ 

30 . 
Aug. 6 


1.000,000 

1.000,000 

1.000,000 

968.000 i 

860.000 J 

418.000 



„ 13 . 

„ .20 . 


500,000 

500,000 

310,000 i 
Nil f 

354,000 


262,217 

27 . 


500,000 

Nil J 




Sept. 3 , 


500,000 

Nil J 

502,000 


1.431,012 

o 10 . 


. 500,000 

Nil J 



, Total' 

• 

15,320,000 

8,058,000 

4,394,000 

249,942 

4 
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1920 



Januarj’ 

2 

>1 

8 

9/ 

15 

if 

22 

II 

29 

February 5 

>1 

13 

it 

19 

it 

26 

' March 

3 

11 

11 

11 

18 

fl 

25 

11 ^ 

311 
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councils in 1920 had undergone a profound modification as 
compared with the view it held during tlie crisis of 1907-S. In 
that crisis the Government behaved like a miser, sitting tight on 
its gold reserve and refusing to use it for the very purpose which 
it was designed to serve. An Accountant-General had “to go on 
his knees” to persuade the Government of India to release its gold.* 
It was prob^Iy because it was rebuked by the Chamberlain 
Commission for failing to make use of its gold reserve in 1907 that 
in the crisis of 1920 the policy of selling reverse councils was so. 
boldly conceived. There was a great deal of ignorant criticism of 
that policy from the general public that it was an “organized lootJ’^ 
But the Finance Minister was undaunted, and argued f:— 


"It is an essential feature of our exchange policy . . that we 
should not only provide for reminanccs from London to India 
through council bilk at approximately gold poin^ but from Indh 
to London in dme of exchange weakness also at gold point, through 
the sale of sterling remittance known as reverse councils. It is 
simply an alternative to the export of gold. This is no new 
matter — we have been selling reverse councils for years .... and 
unless wc do so the exchange pohey does not become cSectivc. . , - 
This is the reason, and the only reason, why we have sold reverse 
councib. ... It is an effort in fact to maintain exchange as near 
as possible to the gold point. . . What would be the consequence 
if we yielded to the pressure placed on us and ceased to sell reverse 
councils at all? I can understand a demand that reverse councils 
should be sold by some different method, or at rates different from 
those at present in force, but I mustconfess that I cannot understand 
the demand that the freilides for the exchange of rupees into 
external currency should be entirely withdrawn. I see that in 
Bombay it is urged tiiat wc should let exchange End its ‘natural 
levcl.^ That Is a catchword which docs not impress me. Used in the 
se^ in which that phrase has been recently used, there is no such 
Aiag as a ’natural level' in exchange, for, when one translates the 
JDternal currency into another currency, there must be some sore 
of common denominator to which both currencies can be brooghr; 
U may be gold, it may be silver, it may be sterling or it may be 
Spanish pesetas, which wc take as our basis. The ruper must be 


►* ^ *** Oankria'in Ctvnmmioa. Q. 10,209. 

rwoJutwo -re •‘Rdtww CasKsili.- kfArd) JO, 1920. iX.C4». 
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value of a currency what is essential is its shrinkage, ie. its retire- 
ment, cancellation. The important question with regard to this 
mechanism is not to what extent the currency can be redeemed, 
but to what extent it can be retired. In the prevalent view of this 
question it seems to be accepted ’ without question that this 
extent is determined by the magnitude of the gold resources of 
the Government of India and the Secretary of State. Let us first 
make it clear how these gold resources are located and 'distributed, 
dt will be recalled that tliese gold resources are distributed between 
(1) the paper-currency reserve, (2) the gold-standard reserve, and 
(3) the cash balances of the Secretary of State. It has been the 
habit to speak of these resources as being three “lines of defence’ 
on which the Government can safely rely when an exchange crisis 
takes place. But are they ? They can be, for the purposes of re- 
tirement, only if they were all “free” resources; in other words, if 
they were not appropriated resources. To what extent are they 
imappropriated? Can the Secretary of State take gold from the 
paper-currency rcsen'e ? He can, but then he must replace it by 
something else, or must cancel notes to that extent. Can the 
Secretary of State take gold out of his cash balances? can, but 
then he must either borrow' to fill his Treasury or draw upon the 
Government of India if there is anyone to buy his bills, which is 
tantamount to issuing rupee currency. The gold in the paper- 
currency reserve and that in the cash balances is of no use at all, 
for it does not permit of the cancellation of the rupee currency, 
which is what is wanted in restoring its value when it suffers a fall. 
It is therefore sheer nonsense to speak of the effectiveness of 
redemption as being commensurate with the gold resources of 
the Secretary of State. TTie matter is important, and an illustration 
may not be out of place. Suppose A, a holder of rupees, wants to 
get gold for them. 'He can go to three counters; (1) that of the' 
controller in charge of cash balances; (2) that of the controller 
of currency in charge' of the paper-currency reserve; or (3) that 
of the custodian of the gold-standard reserve. If A goes to the 
first, what is the result ? The cash balance is pm ianto reduced. 

cash balance is at its minimumj as it 
'shomd be, the controller must reimburse himself immediaitely to 
maint^ his solvency by drawing a bill on India and thereby 
releasing rupees received for gold again in circulation, so that in 
212 
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the Government to retire the currency by October, 1920, when it 
was to expire. Rather than do this the Government altered the 
paper-currency law, not temporarily but permanently (Act XLV 
of 1920), changing the provisions in such a manner as to require 
the Government to cancel the currency to the smallest degree 
possible by retiring their “created securities.” Even this was not 
done, owing to deficits in the Government Budget. 

But et'en if such indiscretions were not repeated the fact re- 
mains that Government cannot efiect a greater retirement thm 
is permitted by the gold-standard reserve. If that reserve fails 
Government has only two resources left: (1) to melt down the 
rupees and sell them as bullion for gold and to go on further 
contracting the currency, in this way till its value is restored: or 
(2) to borrow gold. Both these are evidently costly methods. To 
sell rupees as bullion is bound to result in loss unless the bullion 
in the rupee fetched more at the time of sale dian what it cost 
when it was purchased for manufacturing it into bullion. The 
second process, that of borrowmg, cannot be lighdy resorted to for 
the purpose of creating a reserve fund to retire the currency. Indeed, 
so costly are such methods, and so complete would be the proof 
they would afford of the instability of the exchange standard if 
they were resorted to, that Government has never contemplated 
them as possible lines of defence in an exchange crisis. It seems 
certain, however, that Government does recognise that the gold- 
standard reserve by itself cannot suffice for the maintenance of 
exchange. For we find that from the year 1907-8 dates a complete 
change in the distribution of Government balances between 
London and India. Up to that period it was the policy of the 
Secretary of State to draw only as much as necessary to finance 
his Home Treasury.' After that date the practice was originated 
of drawing as much as the Government of India could provide, 
and as the Government of India has been supreme in financial 
matters It provided large sums for council drawings by increased 
taxation and budgeting for surpluses. The effect of this was to 
swell the cash balances of the Secretary of State.* No official 
explanation of a satisfactory character has ever been given for this 

•For figures, see Chap. VH. 
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, • 't-X ‘t — £061 qo 3 jusuraiEjs pjouEaij 

aqi pits ,/siD 3 iu 3 jirib 3 j 3 pBn oiniupiSaj qsaoi oj painassjd ' raqAv pjoS qci- ji sSoEqa 
~X 3 ol'uopisod c ui oq OJ punoq ajc 3 a\ ^Doaimo XjEionpg sup 30 3n[EA iiiwuiEui ■ 
qj puE, ‘(jciiajEunnt 'si ^ejoui jo jadEiJ laipaqAv) Xouajjto iiipnpg 30 junouro tiiEjiao 
Eipnssi aAEtj oqA\ sjaqireq 30 uonjsod aqj m XpEOnSEjd Avoir ajE sAv piiB ‘XouajJno ' 
oaqoj r 30 oopisod sqj oj i^otraijno aadni Jno psinSsiaj .ipEnjiiA OAtq 4 

’£161 3 ° 6199 ’PD 'swusiea ^^HJO wpui «o tunpuEjouiaiq -30 , 

PAJ 3 S 3 J 3ip jBqj Smsoddns ar 3DB[d9j 41 jeip' asjxrejEnS 
ou sr 9AI3S3J V i{Dns painEjinem sbx^ 41 4Bq4 pov, ’SAjrasaj ;)X{4 
xitB4xrrEm 04 ptmoq u3A3 st 4Xi3XBm3AO£) sip 4Bip mass 40U saop ax 
anq ‘33dnj sqa tnaapsj 04 4ti3tDuj9AO£) aqa no lioaESqqo aou 41 sr 
Apio aois[ ^’SAJasaj piEpireas-ppS axp 04 pJcSaj ur aouasqu sar Aq ; 
snonDidsuoo st uopepiSaj Aire ‘mass Abiii at se aSuBiag - •Aotrauno 
Jaded aqa SdtcrJ3AO§ asotp 04 snogo[Bire aq pjnoqs aA'iasaj 04 
SB suorsiAOjd aqa ‘qans sy 4 ,'J 9 Aps no psauiad aaou e anq Smipou 
sr aadnj aqa ‘axojsj -MEf axp SuigoT.qui anoipiM auaaraJSAO^ 
aqa Aq papj^ajsip aq aouuBD pire-aaxjas sbj aqa auoxi ajE aAtasaJ 04 
SE siioiSTAOid aqa paBxreqa iiaaq sEq -AauajariD jaded UBipui 30 siseq' 
apqM aqa uaqAi ii 3A3 pun ‘aAiasaj Ajoanaeas e si aAjasaj axp ‘paadu 
A[snoiA3jd uaaq seq se ‘jaded axp 30 asea axp xij ’asEJauoa 30 aatSap 
a{qBqjEca 3 J e sMoqs aAJasai 30 aasdsaj xq jaded axp pxre.aadnj 
axp oa axiaxnujaAOO axp Aq papjoaae auaxnaeaxa axp ang_ -atmoasxp 
oa SinoS JO Sxnjpj xnojj aJoddns Aaxp saxauajjna aAppadsai axp 
auaASJd oa si ipoq 30 jJodjnd aqj, ‘saaou aqa ba’si aAJasaj AauajJna 
-jaded aqa'4EqA\ aadiu axp oa si aAJasai paepxreas-pjoS aqx 

, , ‘pxiadap ba aAEq pxAa .'axiaxirujaAoo 
aqa qaiqM tio aAjasaj Ajuo’axp aq pxAv' aAJasaj .pjEptreas-piog aqa 
pxre ‘Ajnsfeajx 3xp qjoAA oa Ajessaaau ximtunnxa e oa; uMop adaq 
aq oa aAEq ^pM saaxrepjq qsED axp saaxreug axiaramaAp^ 30 paauoa 

jBpdod ajoui B - japtTfX r.'auaxrenijad aq aouxrea.ai 3 Eqa snotACjo 

SI at ‘aajnosai snoppuaApE siqa '“1013 Suiaq aitna axja J03 aAijap 
Asin axiaraxuaAOf)' axp xpSuajas iaA'aaEq^' '’aAiasai piEpxreas-ppg , 
anJ4 axp auaraajddns oa* 3 AJasaj ppS b apiAoid oa si saauE|Eq 

asaqa gaiaBinranaDE, xq aaafqo axp acija AEdaAA 31 Suojm. -JE3 Aisa aq 
aou ]pqs’aA\ anq ^AinsEaJx araofj axp SinauBirg 36 ABM'qaAou, 

pjopuDas sSuDqqxgi aqa jo Xji/iqojg 


History of Indian Currency and Banking 

was dissipated-* Such differences apart, is the gold-standard 
reserve an adequate reserve? Figures of the magnitude of the 
gold-standard reserve, as usually given in official publications, arc 
a meaningless array. What is the use of displaying assets without 
at the same time exhibiting the liabilities? To be able to judge of 
the adequacy of that reserve we must know what is the total cir- 
culation of rupees. When, however, we compare the circulation of 
the rupees with the reserve, tire proportion between the two is not 
sufficiently large so as to inspire confidence in the stability of the 
system (see Table XLIX.) 

How can a reserve so small as this carry through the process 
of retirement to any sufficient extent? That it wiU not always do 
it the crisis of 1920 gives abundant proof. But the supporters of 
the exchange standard maintain that the smallness of the reserve 
is a matter of no consequence, for the reserve is kept only for the 
purposes of foreign remittances. That being the case, it is said 
the reserve need not be large. Granting that it is so, what must 
govern the magnitude of the reserve in order that it may prove 
adequate in any and every case? The only attempt made to enun- 
ciate a rule of guidance is that by Prof. Keynes. That rule he lindsf 
in the possible variations in the balance of trade of India. Now, 
does this make the problem of regulating the reserve more 
definite ? As has been explained previously, the adverse balance of 
trade would be due to die depreciation of the currency, so that 
Mr. Keynes’s statement amounts to this, that the reserve should 
vary with the depth of the depreciation. But how is a Govern- 
ment to do this? Only by adverting to the movement of the price 
level. But in all its currency management the Government of India 
never pays any attention to the price problem. Indeed, as was 
pointed out above, its conception of the underlying causes of the 

n 11 ^ speech on the Indian Paper Currency (Temporary AmendBiciiO 

Bill, Mar A 17, 1920, the Finance Mmister obserced “ . . from a practical 

point of vieiy, it is desirable to lease the po'd standard reserve until the paper-currency 
reserve has been re-iranstcrrcd, in case . , the Secretary of State finds it impossible to 

Keep hunsett m funds by Councils for bis heavy home liabihucs He will then be able to 
u« the gold standard reserve, and we can credit the gold-standard reserve out here- 
fere « a thud point, and I think a vonclusive one. When you operate against the 
papcr-Currcncy reserve you have to operate within the paper-currency reserve; when yoti 
obfe^^ “Sainst Ac gold-standard reserve it disappears; it melts, and vve are under no 
tep ace It, whereas we arc under a statutory obligation to replace the paper- 
currcncy reserve."— 5X.CJ> VoL I-Vin. p H16. o e 

iOp at, pp 166 — 7 . 
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In striking tho proportion tho rupee portion of the reserve has been omitted. 
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fall of exchange is totally at variance with the only true concc|>- 
tion, nothing but a firna grasp of which can enable it to. avert a 
crisis. Being ignorant of the true conception it blindly goes bn ^ 
issuing currency until there occurs what is called an adverse . 
balance -of trade. All it aims at is to maintain a gold 
reserve, and so long as it has that reserve it does not , 
stop to think how much . currency it issues. The propor- 
tion of the issues and the reserve not being correlated the 
stability of the exchange standard, in so far as it depends'upoh.the , 
reserve, must always remain in the region of vagueness, far too 
problematical to inspire confidence of the system. Nay, the lia- 
bility of redemption for foreign remittances, small as it appears, 
may become so indefinite as entirely to jeopardixe the restoration ; 
of stability to the exchange standard. ' - - 

' ' ' - I ’ • ‘ T ' 

But is a gold, reserve such an important thing for the main- . ‘ 
tenance of the value of a currency? All supporters of the exchange , 
standard must be said to be believers in that theory. But the view 
cannot stand a moment’s criticism. To look upon a gold reserve-, 
as an efficient cause why all kinds of money remain at par with, 
gold is a gross fallacy.* To take such a view is to invert the casual , ; 
order. It, is not the gold reserve which- maintains die value of the 
circulating medium, biit it is the Ihnitarion on its volume which . 
not only suffices to maintain its own value, but dso makes possi- 
ble the accumulation and retention of whatever gold reserye there 
. is in the country. Remove the limit on the volume of currency, , 
and not only will it fail to maintain its value, but will prevent the , 
accumulation of any gold reserve whatever. So litde indeed is the , 
importance of a gold reserve to the cause of the preservation of, the: 
value of currency that provided there is a rigid limit on its issue 
the gold reserve may be entirely done away with without im- 
pairing in the least the value of the currency. The 
Conuhission recommended that the Government of India should 
accuihulate a reserye to 'maintain the value of the rupee because 
. it was by means of their reserves, that European banks maintained 
the value of their, currencies.' Nothing can be a greater perver- 
sion of the truth; What the European banks did was just the 

_ * i? this connection, the brilliant paper by F. A. Fetter, “The Go'd Reserve; 
u» Fuactioii and it» Maintenance,” in Ae PoZ/ftcat Science Querlerlv. 1896, VoL.XI,* No- 2. 
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XlSajssaflsip pauiemaj . ppoAv 51 paisaAur uaaq lou 

. peq sAiasaj ijqj jfT './paapuj 'pajsaAUt ' oq asnui TOip agjBj aq 
01 spaau SAiasai aqi p -aiquEduioDui aie spueraap oam axp aAiasai 
axp 30 inFuo 'axp oi pjBSai SxiiABq iBqi azrpjai ibti op Aaqi mg 
* 0 hX 3 $ii ' 3 tiivjsm B amp auiBS aqi iB puB sSjvj z 3 uba\ marainaAOQ 
^^ 30 spiiTia aqjj •paisaAxn'st ii qaiqAv tn saputioas aip 01013 Sot 
- tuoaB ibiaim axp ij oi SutppB Aq asBaiDUi sit aioraoid pi sx aAiabi 
,?Tp SupsaAOT tn luattnijaAoj) aqi 30 uopuaitn atp iBqi iqnop 
, ou SI aiaqX' ‘sisiio 30 stoti b ot ajqBpuadap AjsmpsqB aq 01 pres aq 
lomrea aAiasai aqi jaiDBiBqa Areiuaumoop sii -oi preSai SuiABq 
inq ‘mSiJO sit 30 amiBU aqi Aq pAa tre aAiasai atp sr Ajtto lojsj 

. ' ' ‘ ^ saadni oiirt pamiDBgnircra aq 6i laAps , 

aqi J03 pred aaud aqi uodn spuadap aAiasai aqi 01 paiipari aqbi 
iqoid Aub aq pBqs aiaqi JaqiaqM ’J^Aps 30 aaud aqi si uojiBniis 
aqi tn joidb 3 itreiiodun isora aqi ‘paxq ssa^ jo ajora aiB ipiqA 
'saSreqa Sotixiiot aqi Suijreg ‘anpA aSireqaxa sii pxre aadni aqi 30 
aaiid isoa aqi uaaAMaq aouaiaipp aqi si iBaiS Avoq uodn spuadap 
‘sppiA aSBOToa.aadm aqi iqoid req^ •aSBUioa aadai pasBaJaui 50 
aouanbasuoa b se A[uo mojS ubd ptm3 aqi iBqi snoiAqo .srii ‘thSuo 
sq Suiaq iBqx -aSEOToo aadtu 30 siqojd aqi 30 mo ipnq st aAiasai 
aqi iBqi 10B3 aqi 10013 uoireniis snomuio sii^x ‘Aouaima 
oadni aqj tn asBaiatn tre motpiAV asBaiaui louuBa aAiasai atp ‘spiOM 
jaqio uj •itreiTiuoauoo ApnoiaSuBp aiB ‘aadni aqi ‘‘aq ‘saiiijtqBq 
atp ptre ‘aAiasai aqi ‘’aq ‘siassE aqi ii tn iBqi aAiasai preptreis 
-ppS treqnij aqi 30 uopnipsuoa atp sr jBi[naad og •tonuoa 
aqi aiTO^) jsanssi qaqi Suianpai Aq 'op sqtrcq aqi sb AB/A atUBS 
aqi tn aAiasai sq asBaiatn it saoQ ^ aAiasai preptreis-ppS sii titBiqo 
matmuaAOj) atp saop- Moq log ’preptreis iBtp oi ssainpaAi 30 
aamos snotnioua tre si aauaisixa sit ‘aAiasai aqi 30 sisauaS aqi oiui 
aimbtn a^ 33 ‘ptreq latpo aqi..uo •preptreis aStreqaxa-ppS atp oi 
tpSupiis Atre puaj lotitreD ai03aiaqi ‘aAiasaj b 30 aauaiqxa aqx 

• ' • ■ ' .-saAiasai 

p|oS naqi os|b ptre satauaima aqi 30 anpA aqi papaiojd Aaqi iBtp 
sapuaima natp jc uopBijratj Aq sbm q •ApmiosqB mq ApApspi 
Ajtio lou sapuaima qaqi paanpai Aatp 'readdBqp 6i papuai ppS 
qatp jaAauaq^ •papuaunuoaai uotssitupno^ aqi reqa 36 aitsoddo 
A • 

•pjDpUDJs aSuoqaxg oqi jo Xj///qD?s. 
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meagre.* But is there no danger in a reserve of tins kind ? 


tin answer to Mr. M. L. Reddi Giru, the following sutement was laid o« the 
table: — 


•Statement showing the average cost of stiver purchased by the— 




Boyal Ulst 

India OQce Average Coat tor Standard 

Year. 

Avenge Cost 

tor SUndard 

Ounce. 


1 

Ounce. 




d. 

d. 

1893 


36A 

No purchase 

94 


29j; 


95 


30| 

*• 

96 

97 


27? 

<» 

98 


27J 

• • 

99 


27i 

28 

1900 ' 


281 

29 

01 


2V» 

No purchase. 

02 


24* 

22.80 

03 


238 

27.19 

04 


26} 

27.14 

05 


27* 

29.74 

06 


31* 

31.59 

07 


30* 

31.27 

08 


24* 

No purchnse. 

09 


23H 




24^ 


11 


24K 

• » 

12 


27H 

28.71 

13 


28* 

28.71 

14 


24 ® 

ir 

No purchase 

IS 


33.96 

16 


30 1 

33.96 

17 


V 39^f 

42.78 

13 


47« 

48.20 

19 


491 

52.04 

20 


50} 

Sliver purchased at special ^tw 
from the Baldwin mines and the 




Perth mint. 


YmT 


1893- 94 

1894- 95 

1895- 98 
1890-97 
1897-98 
1893-99 , 

1898-1900 

1900-01 

1901- 02 

1902- 03 

1903- 04 

1904- 05 

1905- 00 
1900-07 

1907- 08 

1908- 09 

1909- 10 

1910- 11 

1911- 12 

1912- 13 

1913- 14 

1914- 15 

1915- 10 

1916- 17 

1917- 18^ 

1918- 19 

1919- 20 

1920- 21 


• Legnlauve Atsembly Debates, Vol. H, No. 3. September, 10 1920, p. 181. 


In the ab se n ce of infonnadon whether the price is F-OB, or CXF. it is dlfiSctdc 
to say that the Secretary of State has had to pay higher prices for silver-ahan were paid 
by the Master of the Soyal Mint. ' 

tFrom 1900-1 to 1920-21 the profits on coinage credited to the gold-standard 
reserve amounted to 228,573,605 only; while during the same period Interest tad 
Discount gave £13305,847 or nearly one half the profits on coinage, CL East Indue i 
Accouou aad Etamatet, 1921-22, Cmd, 1517 of 1921, p. 20. 
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'Jta •jjoda^ I < ‘d ‘Xanoyi , 

gtnjEjige^uaaq 3 a^xj oqM asoip ‘psapuj ^a^BSpitn oj s.pJBA\J3ip 
pasoddns si 31 qaiq^ pAa Aj 3 A aip sajBajD qoiijM aAiasai b 30 asn 
aqj ST pAjasai b qons in p3A\OAtiT jagirep oa^aiaqj si jng; 

'saadni utod 03 3a3miU3AO0 aip pailimiad 3333nrnuo3"3q3 „‘3/u3S3j 
pjGpuB3S-piog aip 30 ipA\ojg pjiUBU aip pu3 tre 03 guuq pinoA\„ 
qoiqAv Xopod b puarauiooaj UBtp J 3 ipB-p ^^^agcuiOD a\ 3U 
taooj spEca xraaq -SAEq p^noAS. poiqAA igoid aqi }o 3unoraB aqi Aq 
3 A 33 S 3 J pjEpiIB3S-p|og 3 q 3 JO qigCRXlS 3 q 3 psiinoirp 03 SI 333 Jf 3 oqi 
‘3inui 03 3 stAU 3 q 30 A 3 bss 3 D 3 U 3 q ppiOAV 31 ipiqAV saadni A\3Dr„ jo 
3DE{d 3q3 ^003 pjog ji 3Bq3 Jaqtnarasj 03 Aouauno ppg snojisap 
3 Soqi pauopnBD 31 ‘paapuj *S 33 dni gtninoa Aq sdaoxa dn 3 |mq 
sq 30U pjnoD 3AJ3S3J pJBpuB3s-p{og 3tp 3cq3 33BJ 3q3 JO 3tre2;iugoD 
SEAT trorssraraioQ oiBjjsqiirBqQ aqj^ •ADusjjnD 3ip gupuatagnE 
30 sssDOJd sip s3A{OAur Apaajip s3aj3S3j 3q3 dn guipjmq 30 
SSSDOid 3 ip 3 Bq 3 SI P 33 JOOJJ 3 AO ApjpUS U 33 q 3 ABq 03 8133338 3 EIp 3UI0d 
3 q 3 ‘dn 3nnq sq irco 3Etp sajsssj sqi 30 spniiugEiu 3 ai3EJ3j sip 
JO suopBJspistioo niojj 3JEdB ‘3ng * 33 Enb 3 pBUT Ajsa 3 q 03 3no ujiu 
AEtn 3 A 33 S 3 J giq B 3 q 03 AEaddB Aera 3BqA\ 3Bq3 os ‘OZ6I ^ PIP 

SB 3 n|BA S3I 3 J 03 S 3 J 03 JIEJ Avm pUB ADU 33 Jn 3 3 q 3 30 33 Bd ||BmS B 
AjUO 3 JI 33 J 03 SDIJjnS |pA\ 31 ‘ 3 B 33 g SI IJBJ 3 tp JI ‘piIBq 33 q 30 3 ip UQ 
•snjEA S 3 t 3 J 03 S 3 J snip pirc AouaunD 30 sranjoA sgjBj b sjpsi 03 dpq 
Aeui 31 ‘{pms SI 33 dni aip 30 pBj arp 33 -pBq 3ijSnoq 33 b ssadni 
3tp qoiqAi 3B 33 Tjd 3 q 3 si 3BqAA uodn spuadap ssaijjb uoiidinapaj 
J03 U 0 ISE 330 uaqAV piM. 3 aj 3 S 3 j 3 ip saadnj 30 aaqumii 

3 lp ‘p 32 IJB 3 J SI S 3 I 3 IJn 33 S 3 ip 30 SUpA JJtlJ 3 ip ‘j 3 A 3 .V\ 0 q ‘SuiSOd 
-dng JSISI 33 3 gUEqDX 3 IIB 33 Ejd S 3 :qBI 333^3 tI 3 IJA\ SUip B 3 B pjoS 

0311T II 0 ISJ 3 AII 0 D joj 33 :^-iBra 3 q 3 iiodn 3nd 31 sapiinoss 3ip 30 3npA 
3qi ui dtonis b Aq 300 padiAA aq 3011 ]|ia\ 3S3J33ui tooij 3A33S3j 
30 3 SB 3 JDin 3 ip IP 3EXp AbS IIB 3 O^AV ‘laUUBin 3 IIIBS 3 ip UJ 

• • ’luauiABd JO 

uojsusdsns sxp UEip tnicq aiom op ppOA\ sc lajfjcm Aaaoui aqi 
u} aoucqirasip c qons oitojo iqSrui 3AI3S3J suj jo ops psDJOj atp 
puB ‘asESSip aip ticip AiTunuiiuoo oqi JOj asiOM. aq iqSiui Apauiai 
sqi ing -AaosAjos jpip uiciuicoi sAbav|c iqSiui put-Ji siqj jo 
aAjasaj Suous c xpiAV oug SuiijUEq u icip os aoud aoios ic pjos 
aq sABA^IE UBO s|jiq poo§ pan spunj jnamvjoAcS pooS ' ' * 

: * piES 3q ii3t{A\ SU0A3{ Aq sno p33tiiod 
|pA\ SEAT Slip SB Tjons 3A33S33 B XH JsguEp B 30 333005 SqX 

pjopuDJs sSuoqoxg aijj jo /jjjiqDis 
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to „ incr«= in 4= 4 = — 

tod to have been akve to 4^da^- to 
o£ such a reserve ^ tore *' 

better It would be, for there WO necessity for its 

purchasiPg power of the rupee, ana no 
"*Havto regard to its origin. 4e gold-standard 

verdble currency ra4er than “He gold- 

f Tf rlip fact that a mechanism luce mac ot uiv. ,, 

s;““rs.s:.=s?£= 

tjrsrwrd^ whjwolld. Gr^t Xr'tr^ta-'Srfind 
in support o£ 4e exchange Mr LMsay claimed 

authoritative precedents for his plan, „nnn the 

Tefore the Fowler Committee that h was 
Report of the Parliamentary Committee on J. 

There he was on firm ground. Among other thm^ , 
mittee did recommend that for stabili^g the ^ 

England and Ireland the Bank of Ireland open cr^z 

the Bank of England and seU drafts on London at a p 
I n so far as the exchange standard rests on gold reserve m L o^ 

•m In 1876. when Mr. Lindsay first set out his siiemc in the 
Jiemeu/, he mentions no paraTel at all. In 1892, in his litcor o s ' ’ sj^fted his 

uttered the name of Ricardo as an authority for his plan, but m I taking 

ground, so much so that he blamed {Economic Journal, supra) Vto autho- 

Ricardo-s gold-bar plan as a basis. The reason why he disasowed Ricordo as 
rity most probably lies in the fact that Ricardo’s general views of currency 
damaging to his position. In view of the fact that there are so numy 
no doubt, from the otic of his Proposals for an Ecoaorr^al and Secure - 

Ricardo wrote against a metallic standard, it is worth whUc recording 
passage from his Proposair, in which he says: “During the lata - should 

bullion questions, it was almost jusdy contended that a cinrency, P , 

be abso'utely invariable in value. But it was said, too, that ours had eco 
currency, by the Bank Restriction Bill; for by that bill we had wisely d^ded goia 
and silver as the standard of our money .... Those who supported this opimon din no 
see that sudi a currency, instead of being variable, was subject to the greatest variations— 
that the only use of a standard is to regulate the quannty, and by the quannty the va ue 
of the currency— and that without a standard it would capos^ to all the flucniations 
to which the ignonincc or the interests o£ the issuers might subject it.** 

t The Report, which is a masterly document was eclipsed by the Bullion Re^^ 
though both contain the same doctrine, by reason of Us not being printed till 182 . 
5re Lords Paper 48 of 1826. 
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This shows that the test sought to be applied by the adherent 
of the exchange standard is a false one and gives an inaccurate 
reading of the value of a currency. There can be no' doubt that 
people who have urged its application to that standard would not 
have pressed for it so much as they have done if they had taken 
proper care to distinguish between specific depreciation of a 
currency in terms of gold and its general depreciation in terms of' 
commodities.* The experience of the Bank of England during 
the suspension period is a capital instance of the phenomenon 
where a currency is generally depreciated, although it showed no 
sign of specific depreciation : — 

TABLE L 

Depbeciation of the Notes of the Bank of ENOLANDt 



Percentage Values of Bank Notes in Terms of 

(1) Gold. 

(2) Commodities. 

1797 

100.0 

110 

1798 

100.0 

lis 

1799 

— 

130 

1800 

107.0 

141 

1801 

109.0 

153 

- 1802 - ■ 


119 

1803 , 


1 128 

1804 

103.0 


1805 - 

103.0 

136 . 

1806 . 


133 

1807 

— 

132 

1808 

.r 

149 

1809 

— 

*’ 161 

1810 

i 

164 

,1811 

' 123.9 . . 

147 

1812 , 

130.2 

148 

-T813 

' , 136.4 

149. 

, 1814 

124.4 - ' 

153' 

1815 

118.7 

■ 132 

-1816, 

102.9 

109 

1817 

102.2 ■ 

; . . 120 

, 1818: . 

104.6 

135 . . 


. trwucai nconomy^ (iby/) Vo\ 11, Chap. Xv, 

S^iandWaa-cr.F. A,. AWy. lS78;,pp. 387-91. - - - 

d Crcih and Curr^vcy. p. 269. On the values otthe hotes in tern.. 

It gold Pro£. Foavyell says: It is admitted by the severest critics of the bank that there 
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not perfectly harmonious, yet they are essentially inter-related. 
That lesson may be summed up in the statement that when the 
general depreciation of currency has taken place the occurrence 
of a speciSc depreciation, other things being equal, is only a matter 
of time, if the general depreciation proceeds beyond a certain 
limit. What will be the interval before specific depreciation 
will supervene upon general depreciation - depends upon a 
variety of circumstances. Like the surface of a rising lake, 
general depreciation touches different commodities at different- 
times according as they are located in the general scheme 
of things as determined by the relative strength of- 
demand for them. If diere is no demand for gold for currency 
purposes or for industrial purposes, the depreciation of the 
currency, in terms of gold may be delayed. It is only to make 
foreign remittances that the demand for gold first makes itself 
felt, and it is there that specific depreciation primarily arises. But 
there again it need not, for everything depends upon whether 
other commodities equally good, which the foreigner would take 
as readily as gold, are forthcoming or not. Now, in the case of 
India , all these three factors tending to postpone specific 
depreciation are more or less operative. The rupee is a full legal- 
tender currency and can effectively discharge debts virithout 
compelling resort to gold. The industrial demand for gold in a 
poor country like India cannot be very great. * Consequently, the 

^ follov/ing table regarding the consumption of gold in different countries is 
intcrestiiig : — 

•Consumption of Gold (millions of founds sterling at 85 s. 


PER FINE ounce) 



1915 

; 1913 

1917 

1918 ’ 

1919 

1320 

Industrial Arts (Europe and 
America) . , ^ 



16.0 

17.0 

22,6 

22.0 

India (Year to March 31 fol- 
lowing) . . . . 



19.6 

— 3.3 

27.7 

5.1 

China . - , 

— 1.7 

2.6 

2.6 

i 0.4 

11.5 

— 3.7 

Egypt - . . . 

— o.s 

— 0.2 1 

— 0.1 

; — 0.0 

— 0.0 

> 

Balance , available as money 
(diflerence) 

80.3 : 

68.0 

48.2 

' 64.9 

' 13.8 

46.6 

World . . , .| 

96.4 

93.5 

86.3 

79.0 

75.0 

70.0 


(’The figures arc those of^ Mr. Joseph Kitchin in T/;e Reucu/ of Econonuef, 
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This statement of the case agrees cjosely with the experience 
of the Bank of England and that of India as well. In the case of 
the Bank of England the “great evil,” Le. the specific depreciation 
of the bank notes, of which Horner complained so much, made its 
appearance in 1809, some thirteen years after the suspension was 
declared. Similarly, we find in the case of India specific depreci- 
ation tends to appear at different intervals, thereby completely 
demonstratmg that, even for the purpose of avoiding specific 
depreciation, it is necessary to pay attention to the general depre- 
ciation of a currency. 

Having regard to these facts, supported as they are by theory 
as well as liistory, the incident that die rupee has maintained its 
gold value over periods of some duration need not frighten 
anyone into an admission that the exchange standard is therefore 
a stable standard. Indeed, a recognidon of that fact cannot in the 
least discredit what has been said above. For our position is that 
in the long run general depreciadon of a currency will bring about 
its specific depreciation in terms of gold. That bemg our posidon, 
even if we are confronted with the absence of specific depreciadon 
of the rupee, we are not driven to retract from the opinion that 
the best currency system is one which provides a brake on the 
general depreciation of the unit of account. The exchange standard 
provides no such controlling influence; indeed, its gold reserve, 
the instrument Which controls the depreciadon, is the direct 
cause of such depreciation. The absence of specific deprecia- 
don for the time being is not more than a noteworthy and an 
interesting incident. To read into it an evidence of the security 
of the exchange standard is to expose oneself, sooner a later, to 
the consequences that befall all those who choose to live in a 
fool’s paradise. 
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It is, of course, a little difficult to understand how the remedy 
of high exchange which he supported was calculated to achieve 
that object. Raising the exchange was a futile project, in so far 
as it was not in keeping with the purchasing power of the rupee. 
As an influence governing prices it could hardly be said to 
possess the virtue he attributed to it. The existing price-level if 
could affect in no way; nor could a high exchange prevent a 
future rise of prices. It could only change the base from which to 
measure prices. Future prices could vary as easily from the new 
high base-line as prices did in the past from the old base-line. In 
other words, Mr. Keynes seems to have overlooked the fact that 
exchange was only an index of the price-level, and to control it, 
it was necessary to control the price-level, and not merely give it 
another name which it carmot bear and will not endure, as was 
proved in 1920 when the rupee was given in law the value of 2s. 
(gold) when in practice it could not fetch even Is. 4d. sterling, 
with the result that the rupee exchange sank to the level deter- 
mined by its purchasing power. But, apart from this question, wc 
have the admission of the ablest supporter of the exchange 
standard that the real merit of a currency system lies in main- 
taining the standard of value stable in terms of commodities in 
general. 

Given that this is the proper criterion by which to judge a 
currency system, we must ask what has been the course of prices 
in India since the Mint closure in 1893? This is a fundamental 
question, and yet not one among the many who have praised the 
vi^es of the exchange standard has paid any attention to it. In 
vain may one search the pages of Prof. Keynes, Prof. Kemmcrer, 
or Mr. Shirras for what they have to say of the exchange standard 
from this point of view. The Chamberlain Commission or the 
Smith Committee on Indian currency never troubled aboyt the 
problem of prices in India,*^ and yet without being satisfied on 
that score it is really difficult to understand how anyone can give 

an opinion of any value as to the soundness or otherwise of that 
standard. 

In proceeding to consider the exchange standard from the 
^Mdpoinr of pric es, it is as well to premise that one of the im- 
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On the basis o£ the doettine ol Cy'b^led » 

an explanation of actual exc ^ay be argued 

answer the question in the affirmau . it is because 

that if the gold value of the rup , This, it may be said, 
gold prices and rupee prices were i^ ^^d can be claimed 

is all that the exchange standard aims a ^^5 

to have done, for the fact that prices inside India 

seldom depleted is a proof tha ° India. On a prion 

were on the same level as Aose rulmg^outo^e be 

considerations such as these, - » 

deemed to be as good as a gold stan • , t 

One may ask as to nr°ces and whether it 

as high, if they were Jept Indian prices on a lower 

would not have been better ouesrion We shall be satisfied 

level. But we shall not raise that ^id Indian 

if Indian prices were oidy as high as gold 

prices rise only as much as go ?*■ ' • g India not only 

reveals the surprising phenotnenon -ggs. of 

ros= « ,n.uch as gold P;i“f " “'„TrgoM plc^ » the 
course m comparmg Indian pric g eliminate 

efficacy o£ It |ol"rabLdo^ 

bt mS of the countries. And, even if we do 
?irthM i^^iod into account, it does not materially affect *e 
cidSion for altliough India was not a belligerent country, ye 
prkes in India were not very much lower than prices in counmes 
with most inflated currencies during the war, md, barring a short 
period were certainly higher than gold prices m U.S.A. 

It is obvious diat the facts do not agree with the a priori^ 
assumption made in favour of the exchange standard. So notice- 
able must be said to be the local rise in Ijidian prices above tie 
general price level in England that even Prof. Keynes, not given 
to exaggerate the faults of the exchange standard, was, as a res 
of his own independent invcst igaiion, convinced thatf 

*lc u, hop,crer, to be noted that neither Prot Keraracrer raf Prof. 

*ct up this claim id favour of the cxdiaogc standard. It an/thing, both nave 
ai^inrt the awumoaon of there bcmi; equality of M prices. ^ 

f^ccent Econoirx E-,e«i in Inda.” la The Eeor.omic Joiirnil, Much. 1909, P 54. 
Iia'lc not in the orinina’. 
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argue that at any given time the exchange is more of less kt exact^ 
measure of general purchasing power of the, two currencies, is to 
assume what cannot always be true, namely, that the prices of - 
traded and hon-traded goods move in- sympathy. This assump- 
tion is too large and can only be said to be more, or less true', 
according to circumstances. Now as Prof. Kemmerer* points out:- 

. ■ ■ “While India’s «ports and, tm]X)rts in the absolute are, large, , 

Still, in. the main, the people of India live on their own products,’-' 
and a large part of those products run tlieir.life history' from pro- • 
duction to consumption- in ’a very small .territory. ' Tl'iey have only 
the remotest ronncction .widi foreign , trade, 'gold, and the gold 
exchanges. Tn time,' of course," any substantial dismrbance in the 
equilibrium of values in the .country.’s , import and export trade - 
will make itself .felt in these local, prices, but allowing for except 
tions, it may be said that in. a' country like India the influences of, 
suchj disturbances travel very slowly and lose much of their' 
momentum' in. travelling.” - 


In consequence of the thinness of connection between die two. 
it is obvious diat the prices of such Indian goods as do enter into . 
international trade cannot always be said to move in more dr .less 
the; same proportion as those which do not. . B«ides this thiimess, 
of connection which permits.of deviadons of the general purchas- 
ing power of a currency from, the level indicated , by the actual . 
exchange rate, it is to be noted that Ae prices of Indian commodi-j 
des which- largely enter into internadoiial .trade tire jndt governed 
by local influences!. Such exports of India as wheat, hides, rice 
and oil. seeds are international commodides, not solely amenable 
to influences originating from changes that may be taking place, 

; in, the prices of home commodities and services. The combined 
effect of these two circumstances, except in abnormal events such ' 
war, is to' militate against the prices of traded and non- 
tfaded good.s'movmg in quick sympathy.t 


■ f true, then, although the maintenance of the exchange 

,s andard does imply a purchasing power parity of the rupee with 
It IS not a purchasing power pyity of the tvyo currencies 

'.'•'fOp- at-,'pp. 64 . "T" r-; 
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specific ^ prevjous’y been stated to ’explain , why' 


236 



' ^ ^ ' '1UtS5D4 VHR? 

jnimsH /Uvjoatu^juoo si/j; m ..‘sajua jcjDuao p SBOtjcniDniji joj ssipjuug, -,3 ^ 

.*ZT— fjl ’aa -(0061 '<PJE}V) I -on ‘AX '[OA iPJtwdj airi ut ■■sjciisai 

lEnpuipuj puc sitrauJSAOjy; wuj,,' s.ifiiius-oXrw mog paiirapuoj sj savoiiqj jeqAV , 

V s}i Suiussssj Aq sapmniumoD jo srejpAV DiaiouoDa 

3qj SiiipiBnifaps spjCMOj auop aq Avm tpnxn a^qj pDAx’asqo-pA 
‘33ipnf9jd 'AippJ3q B SBAV 3JT[ Diar0U033 JO suouEpunoj Ajbpuoui 
sqj ipiA\ SuTJoduiEj ^soteSe sorpnfojd {cjausg aqj ptp gq 
SE.guiAOipq ‘ijEqsJBjAji -joj^ jEqi 5E3 jS os 3JE AqjtqEisui JO ssoaanb 
-ssiioD [iA3 oqj jng; '{Bapj ue A{uo jaA sb si pjBpitcxs iUBj 3 uoui c in 
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depreciating standard of value, as gold has been since 1396, is an 
evil. But can a standard of value, undergoing a continuous 
depreciation as has been the case with the exchange standard, and 
that too of a greater depth than the gold standard— in other words, 
causing a greater rise of prices — be regarded as a good standard 
of value? 

In the light of diis it is strange that Prof. Keynes, in his 
treatise on Indian Currency and Finance^ should have maintained 
that tire exchange standard contained an essential element in the 
ideal standard of the future * — ^a view subsequently endorsed by 
the Chamberlain Conimission. If stability of purchasing power in 
terms of commodities in general is die criterion for judging a 
system of currency, theij few students of economics will be found 
to agree with Prof. Keynes. Perhaps it is not too sanguine to say 
that even the Prof. Keynes of 1920 will prefer a gold standard io 
a gold-exchange standard, for under the former prices have varicii 
much less than has been the ease under the latter. 

In this connection attendon may be drawn to the prevalent 
misconception that India is a gold-standard country. It will be 
admitted diat the best pracried test whether any two countries 
have the same standard of value is to be found in the character of 
the movements in their price-levels. So sure is the test that Prof. 
Mtchell, aftci a very careful and wide survey of the price-level of 
different countries and the American price-level during the 
greenback period, was led to observe t that 

when two countries have a similar monetary system and im- 
portant business relations with each other, the movements of their 
price levcb as represented by index-numbers arc found to agree 
rather closely. This agreement is so strong that similarity of 
movement is usually found even when comparisons arc made with 
material so crude as index-numbers compiled from unlike lists of 
compioditics and computed on the basis of actual prices in different 
■ years." 

Now, we know that before the war England was a gold- 
standard country, and we also know that there was no close 
correspondence between the contemporary movements of the price- 
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tGoW, fneet, and IVases tinder the Greenback Standard, 1908, p. 27. 
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qaiq/ft 9 njBA p prepuiejs b aBtp pajirejS aq ip'/vi 41 MOi;i -AouajinD 
sadiu 3ip jo ajriTEU sqi ajBq ke\ ot •AiEsss:)^ si 31 uonsatib stqi ' 
asMsire ox ^Aoirajjno UEipni sqj.jo jJEd b spBui 3 i 3 As. pjoS' 31 Etpiq; 
in pA3i 33ud aqj 03 ajpin 31 ppoq aDtrawpqp 3EqAi paTjsB aq Aeot 
. '^piq JO A 3 U 3 Jjn 3 , 3 q 3 03in 31 oanpoxim 3sriui 3 av Etpuj m 
anjEA 30 pjBpuBTs aqr pp2 aspra 03 qsiAV aA\ jj' -atijEA jo picpireis 
axp osjE sr Aauajina atp Suraq jo uosb3j Aq aadni aqa snqx 


S3UJ1E0 tropaunj -aiEtpatuisiut aip AqEiasdss ipiqM- sagajiXpdi ' 

3tp go ano si Ae| 3Q 'jaAVod SaisBipjnd pazqEJanaS si.ajEipitu , 

■jsTUj aqx ■pM.’spp aq Aeiu ja^req aqj go gjEq puwas aqx -jaAvod ' 
Suipipjnd JO asnoqajois e aq Xeed aTEipaaijarui aip 'osjb 'Ajjcaj^ 

ano jnq ‘oa \3 3on ajc suopaimj aqx ‘picptiBjs aip 33 cj 3 E!p . ; 

(q sj ajEipauuajuj jEjauaS axp si JOAaiEqAi ‘.jaadsE pjEpmqs aqj , ' , 

[o ujeSb Qg 'aTExpaiujaxui axp go sxuaxuAEd pajxajap Xpjatq axE ’ r . 

• ' STXiaiuABd paxxagaQ •xiopaung ojEipaxnsajui aqj go siSEqdtua' 

10 s3:»dsE sxiaxapip Apjaxu axE Aauoxa go sasn xuaxapip aqx pB,;- 

|;‘s3qsiii,3ioduaABQ JossajoJ<j , 
;e ‘pireq jaqgo aip hq •sapiiEauamnjgsm jaajaj^p Aq pauijoj 
•jad aq ubd suopaurg aajqT 3saq3 acip anSjB 03 snoauoua Aia/vpisod, 
;r 3 t ‘ajil oioiouoaa sji tnB3sns 03 anjEA jo 3J03S b puB ‘anpA 30 , 
p3EpuE3s B ‘aSireqaxa 30 mntpaui b spaau Agapos b asnirbag -gaoJAi < 
!t aq aiaip Apjng -sSuiqi 3uaja3JTp oa\3 aiE anjBA 36 piEpireis B 
puE Aaxiaajna b 3Eq3 p{oq 03 soiaas ajq j, 'asiiasuou ajnd sb Aouauna 
afog B jnotpiAi p3Bpx3B3s p|oB B aq 30iraBa ajaqj 3Bq3 AiaiA aq 3 1 ?, 
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stable than one which is incapable of easy expansion, but is iiot. 
capable of easy contraction by reason of the fact that it is. neither, 
exportable nor meltable, nor is it convertible at will. The effects, 
of such a currency as compared with those of an exportable 
currency were well brought out by the late Hon. Mr. Gokhale m 
a. speech in which he observed.'®' 

‘‘Now, what is the difference if you have an automatic self- 
adjusting currency, such as we may have with gold or we had with - 
silver before the year 1893, and the kind of artificial currency that 
wc have at present? Situated as India is you wilt always requirej 
to meet the demands of trade, the coinage of a certain number of 
gold pr silver pieces, as the case may be, during the export season, 
that is for six months 'in the year. 'When the export season is 
brisk' money has to be sent into the interior to purchase conuno-’ 
dities. That is a factor common to both situations, whether you ' 
have an artificial currency, as now, or a silver currency, as before 
1893. But the difie cnce is this. During the remaining ,sLx 
months of the slack season tliere is undoubtedly experienced a' 
redundancy of currency, and under a self-adjusting automatic- 
system there arc three outlets for this redundancy to work itself, 
ofi. The coins that are superfluous may cither come back to the„ 
banks and to the coffers of Govermnent, or they may be exported,: 
or they may be melted by people for purposes of consumption for 
other wants. But where you have no self-adjusting and automatic 
currency, where the coin is an artificial token currency, such as 
our rupee is at the present moment, two out of three of these out- 
lets arc stopped. You cannot export the rupee without heavy loss, 
you cannot melt the rupee without heavy loss, and consequently the 
extra coins must return to the banks and - coffers of the Government 
or they must be absorbed by the people. In tlie latter case the 
situation is like that of a soil which is water-logged, which has no 
efficient drainage, and the moisture from which cannot be removed. 
In this country the facilities for banking arc very , inadequate, and 
tliercfore our money docs not swiftly return back to' the banks or 
Government Treasuries. Consequently, the extra money that is 
■ • sent into the interior often gathers here and there like pools of' 

, water .turning the whole soil into a marsh. I believe the fact cannot 

be gainsaid that the stopping of two outlets out of the three tends , 

to raise prices by- making the' volume'of currency redundant." ' ' 

Supreme Leguhuve Couneil I’rocecdinsr, Vbl. L p .642, - ' ' ' 
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commodity and tlie least likely, in a well-ordered monetary 
system, to deteriorate in value 'during short periods, is hoarded 
continually by ail people, i.c. treated as a store of value. But in 
treating it, as a store of value the possessor of money is comparing 
the utilities be can get for the money, by disposing of it now, with 
those he believes he can get for it in the future, and i£ the highest 
present utility is not so great as the highest future utility," 
discounted for risk and time, he will hoard tire money. On the 
other hand, he will not hoard the money if the present use was 
greater than the future use. That being so, it is difficult to 
understand why hoarding should be an objection to a gold 
currency for the Indian people. If they hoard gold that means 
they do not care to spend it on current purchases or that they have 
another form of currency which is inferior to gold and which they 
natiirally like to part with first. On the other hand, if they do 
wish to make current purchases and have no other form of 
currency they cannot hoard gold. There are instances when 
precious metals have been exported from India, when occasion 
had called for it,* showing that the hoarding habit of the Indian 
peoples is not such an unknown quantity as is often supposed, and 
if on some occasions f thejr hoarded an e.xportable currency when 
they should have released it, it is not the fault of the people but 
of ie currency system in which the component parts of the total 
stock of money are not equally good as a store of value. The 
argumeiit from hoarding, if it is an argument, can be used against 
any people, and not particularly against the Indian people. 


The second argument against a gold currency in India has 
no greater force than the first. If gold were to disappear from 
circulation then the cause can be nothing else but the over-issue 
of pother kind of money. In the nineties, when the question of 
establishing a gold standard in India was being considered, some 

a^d the 

Austnan Empire to promote the circulation of gold. That their 
g d^used to disappear is a facty but it was not due to their poverty . 

vol. ra. No aL 
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it should have realized that it was as seriously jeopardizing the 
prospects of the rupee being maintained at par with commodities 
in general, and therefore with gold, by urging the extension of a 
paper currency, be it ever so perfectly convertible, as it could have 
done by maHng the paper altogether inconvertible. But so 
obsessed was the Commission with considerations of economy, 
and so reckless was it with considerations of stability of 
value, that it actually proposed a change in the basis of the Indian 
paper currency from a fixed issue system to that of a fixed pro- 
portion system.’* That, at the dictates of considerations of 
economy, the Commission should have neglected to take account 
of this aspect of the question, is only one more evidence of the very 
perfunctory manner in which it has treated the whole question 
of stability of purchasing power so far as the Indian currency was 
concerned. 

If there is any force in what has been inged above, then surely ^ 
a gold currency is not a mere matter of “sentiment” and a “costly 
luxury,” but a necessity dictated by the supreme interest of steady- 
ing the Indian standard of value, and thereby to some extent, 
however slight, safeguarding the welfare of the Indian people from 
the untoward consequences of a rising price-level. 

We now see how very wrong the Chamberlain Commission 
was from every point of view in upholding the departure from 
the plan originally outlined by the Government of India and 
sanctioned by the Fowler Committee. But that raises the question: 
How did that ideal come to be so ruthlessly defeated.? If the 
Fowler Committee had proposed that gold should be the currency 
of India, how is it that gold ceased to be the currency ? It cannot 
be said that the door is closed against the entry of gold, for it has 
been declared legal tender. Speaking in the language of Prof- 
Fisher, the movement of gold in the money reservoir of India is 
allowed a much greater freedom so far as law is concerned than 
can be said of silver. Silver, in the form of rupees, is admitted by 
a very nanow valve which gives it an inlet into that reservoir, but 
ttyre is no outlet provided for it. On the other hand, gold is 
a nutted into the same reservoir by a, pipe-connection which gives 
It an mlet as well as ^ outlet. Why, dien, does not gold flow^into 
^e currency reservoir of India? A proper understand ing on this 

•Report, Sec. 112. ~ ^ ■ 
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State in Council — hence the name, council bill — when the Govern- 
ment of India was taken over by the Crown from the Company. 
In the hands of the Secretary of State the council bill has under- 
gone some modifications. The sales as now effected are weeWy 
sales/ and are managed through the Bank of England, which 
issues an advertisement on every Wednesday on behalf of the 
Secretary 'of State for India, inviting tenders to be submitted on 
the following Wednesday for bills payable on demand by the 
Goveriunent of India either at Bombay, Madras, or Calcutta The 
minimum fraction of a penny in the price at which tenders of 
bills are received has nowf been fixed at lj32nd of a permy. The 
council bill is no longer of one species as it used to be. On the other 
hand there are four classes of bills; (1), Ordinary bills of exchange, 
sold every 'Wednesday, known as “Councils"’, (2) telegraphic 
transfers, sold on Wednesdays, called shortly “Transfers" ; i (3) 
ordinary bills of exchange, sold on any day in the vyeek excepting 
Wednesday, called “Intermediates"; and (4) telegraphic transfers} 
sold on any day excepting Wednesday, named “Specials.” Now,' 
in what way does the Secretary of State use his machinery of 
council bills to prevent gold from going to India ? It is said that 
the price and the magnitude of the sale are so arranged that 
gold does not go to India. Before we examine to what extent this 
has defeated the policy of the Fowler Committee, the following 
figures (Tables LI and LII, pp. 247 and 250) are presented for 
purposes of elucidation. 


From an examination of these tables two facts at once become 
clear. One is the enormous amount of council bills the Secretary 
of State sells. Before the closing of the Mints the sales of couned 
bills moved closely with the magnitude of the* home charges, and 
the actual drawings did not materially deviate from the amoimt 
estimated in the Budget. Since the closure of the Mints the draw- 


,, 5 rrom January 22, 1862, when the Sale o£ Counal Bills under the authority of 

“p November, 1862. tite sales were effected 

1676 ihL the sales were effected foruushtly; and in. August 

ioro, they were made weekly. 

to tS62, the minimum fraction was a fartlungt it was reduced 

1875, and to lif2nd in 1882. ac 

yujwi tracuon it has continued smee then. 
iPirst iutrexiuced in 1676. 
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ings of the Secretary of State have not been governed purely by the 
needs of the Home Treasury. Since tlie closure, the Secretary of 
State has endeavoured*: — 

“(1) To draw from the Treasuries of the Government of 
India during the financial year the amount tliat is laid down in 
the Budget as necessary to carry out the Ways and Means pro- 
gramme of the year. 

“(2) To draw such further amounts as may be required to 
pry foi purchases of silver bought for coinage purposes, 

"(3) To draw such further amounts as an unevpectedly 
prosperous season may enable the Go''ernment to spare, to be used 
towards die reduction or avoidance of debt in Tngland. 

“ (4) To sell additional bills and transfers to meet the con- 
venience of trade. 

“(5) To issue telegraphic transfers on India in payment for 
sovereigns which the Secretary of State has purchased in transit 
from Australia or from Egypt to India.” 


The result of such drawings is that^ie councils are made to 
play an enormous part in the adjustment of the trade balance of 
India, and the swelling of balances in the Home Treasury and the 
locking up of Indian funds in London. 


The second point to note in comparing the preceding tables 
is with regard to the price at which the Secretary of State makes 
his sales. Before the closure of the Mints tire price of the council 
bills was beyond the control of the Secretary of State, who had 
therefore to accept the price offered by the highest bidder at the 
weekly sale of his bills. But it is objected that there is no reason 
why the Secretary of State should have continued the old practice 
of auctioning the rupee to the highest bidder when the closing of 
the h^ts had given him the sole right of manufacturing it. 
Availing' himself of his monopoly position, it is insisted, the 
Secretary of State should not have sold his bills below Is. ■fid or 
4 32 d., which, under the ratio of 15 rupees to the sovereign, 
was for India the gold-import point. In practice the Secretary of 
btate has wdled away the benefit of his position, and has accepted 


Council Bills, by p Newmarch to die 
Coaaibcflaii, Commisacm, App. VoL I, No. VH. p 222. * f^ewmaicn, to 
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thanks so we have in India the singular spectacle of a country in 
which there vjzs a Gold Mint even when Gold was not legal tender, 
as was the case benveen 1835-93, while tliere is no gold Mint, when 
gold is legal tender, as has been the case since 1893. Just what an 
open Mint can do in the matter of promoting the ideal of the 
Fowler Committee it is difficult to imagine; but the following 
extracts from the evidence of a witness (Mr. Webb), than whom 
there was no greater advocate of an open gold Mint before the 
Chamberlain Commission, help to indicate just what is expected 
from a gold Mint. 

' “The principal advantage which you would expect to derive 

from a gold Mint is that you would increase the amount of gold 
coin in circulation? — ^That would be one of the tendencies. 

“Is there any other ,advantage? — The advantage is that the ■ 
country would be fitted with what I regard as an essential part of 
its monetary mechanism. I regard it as an essential part of its 
currency mechanism that it should have a Mint at which money 
could be coined at the requisition of the public. 

“I want to get exactly at your reason why that is essential. 
.Am I right in thinking that you consider it essential to a proper 
cunency system that there should be a gold currency? — ^Yes. 

“And essential to a gold currency that there should be a gold 
Mint? — Yes, on the spot in India itself . It would da’ away, in a 
measure, with the management by the Secretary of State of the 
Foreign Exchanges, in that there would be always the Mint at 
^ wliicU the public could convert their gold into legal-tender coins 

in die event of the Secretary of State taking any action of which 
the public did not approve. It is a safeguard, so to speak, an 
additional safeguard, that the people of India can on the spot 
obtain their own money on presentation of the metal.” 

Here, again, the assumption that a gold Mint is a guarantee 
that there will be a gold currency seems to be one as gratuitous 
^ the foimer assumption that if gold were allowed to be freely 
^ported It v.'ould on that account become part of the currency. ' 
On the other hand, there are cases where Mints were open, yet 
mere was neither gold coinage nor gold currency. Instances may 
be cued from the history^ of the coinage at the Royal Mint hr 
Eondom The magnitude of gold coinage during the banic 
suspension period, 1797-1821, or the late war, 19M-18, is instruc- 
ive from this pomt of view. The Mint was open in both cases, but 
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a*ing the Government to open the Mint for the coinage of gold 
in India, observed : susneu 

is s . 

supplementary to “^cm. . . - capacity, but let the surplus gold 

gold to the maximurn limit of its capa 

which it cannot absorb be Mine a balance in our favour, 

to do so. With our expanding trade ^ and if the 

Th^r surely not *' „T^a“S 
Indeed, they run counter to i . ^ Indeed to cry out on 

goes on gold will not enter m o J* Secretary of State 

the one hand against the huge ^ , London and their 

and the conset^en, “““"t d o^t othe^ hand 
SXhhrm m additional token coinage of ^ 

s rSTnot only a lamentable ignorance of a fundament^ 
rt'S^c^cyJbut also to show a ““P f 
Stand the precise source from which the sSeta^ 

is true dial the Government of India 
of State to any particular course of acUon,i and he often doe 
r^e the provIsLs of the Annual Budget. But Je ques^n 
remains. How is it that he is able to ^aw so much mor^ 
1893 than he ever did before? It must be remembered that what 
ever the Secretary of State does with the funds m London he 
pay for his drawings in India. Before 1893 he drew less became 
his means of payment were less; after 1893 he drew more cca 
his means of payment were greater. And why were his means or 
payment greater? Simply because he had been able to com rupees. 
Indeed, die amount of drawings are limited by the demand of 


• 5. r. C. P., Vol. L, pp. 637-39. Italics not in the original 
■tThe legal position o£ the Secretary o£ State, and the cxtei 
bound by the prosinons o£ any law passed by the Government o£ India were 
explained by Sic James Westland m. his speech on the Indbn Paper Currency 
roentj Bill, a-hich afterwards became .\ct n oE IS93-, compare aUo the peculiar worums 
o£ that Act. 


or that Act, 
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that; all he touched might be turned into gold, and was then rather 
painfully surprised when he found that his food had been converted 
into the same somewhat indigestible material. So much gold, in- 
deed, have we got, that we are now giving gold for rupees as well 
as rupees for gold, i.e. we arc really in the enjoyment of complete 
' convertibilitj' — a state of affairs which would have been derided 

as impossible by the experts a year ago.” 

Compare this state of affairs in 1900-1 with that found to exist 
in 1910-11, for instance. Speaking of the currency situation as it 
was in that year, the Hon. Sir James (now Lord) Meston, 
observed — 

“We have passed through many changes in currency policy 
and made not a few mistakes. But the broad lines of our action 
and our objects are clear and unmistakable, and there has been no 
great or fundamental sacrifice ot consistency in progress towards 
our ideal. Since the Fowler Committee that progress has been real 
and unbroken. There is still one great step forward before the 
ideal can be reached. We have linked India with the gold coun- 
tries of the world, we have reached a gold-exchange standard, 
whith we are steadily developing and improving. The next and 
final step is a true gold currency. That, I have every hope, will 
come in time. . . . .” 


Leavbg aside for the moment the extenuatory remarks of 
the speaker, the fact remains that in 1900 India had a gold currency. 
But, taking stock of the position at the end of 1910, it had ceased 
to have it. What is it that made this difference? Nothing but the 
fact that between 1893-1900 no rupees were coined, but between 
1900-1910 the number of rupees coined was enormous. During 
the first period the inducement to coin rupees was very great 
indeed. The exchange was not quite stable, and the Government 
had still to find an increasing number of rupees to pay for the 
“Home Charges.” And an Honourable Membert of the Supreme 
Legislative Council actually asked: — 

“Is there any objection to the Government working the Mints 
on their own account ? Considering the low value of silver, and the 
great margin between the respective prices of bullion and the 
rupee, would no: Government by manufacturing rupees for itself 
make sufficent profit to meet at least a substantial portion of the 
present deficit ? It seems to me to be a legitimate soiuce of 
revenue and one capable of materially casing our finances," 


Statement, 1910-11, p. S-ie. 

o£ the Hon. Fazulbhai Vishram, the tvell-knoivn fijuackr 

Domazy. Ci. Im speech ui the Sinanaal Staiement, 1894—95, p 95 

256 



’£91 ■'* 'I~006I '}ti>ut3)e/s ppumiij , 

‘691 ' ‘ 6 — 6 S 6 I Uuimatets ppuvu'tj 4 , 

- - , '£Zt '•< ’ '’CT/. 

^ /iq p 3 lI 3 J{B 3 AV Xiopisod' E JO UOTSSapOO B St 3 T SE JEJ OS 5 njj sr siqj, 
•JEd tIEtp J 3 MOJ U 3 A 3 33 EJ AUE 3 E ]pS OJ aASq'^EUI pUE ‘ 3 JBJ p 3 Xg 

E ioj -jno pjoq xouued qi osnEDsq Ajijiqpuodsax e qans sqEjJspun 
jotraBD iiu 9 rauJ 3 AOQ aqi jEqj panSiE uoissiuirao^ urepaqoiEq^ 
sqX ^ junouiB a^mpapui in sjitq jpunoo Suqps 

JO Aqqiqisuodssj aqi patunssB jaasu sEq juaoiirjoAOQ 3 tp icip si 
jr AqAV OJ se suosesi aqj ojin iSuiJtnbm Aq paqsiuinj si ssadru utod 
OJ jou uopBUTnuaiap spuauiujDAOQ oip jo 3 Direjsm jAqjoay 

,/Ai;|iqtns oXq-poo3 uaip 'uoj»e jnoA ui JOj3tg Stiraiuusjap 
c stnrosq sj-goid ssaqj lo] muq ’jusinujOAor) snonjJiA jsoui 
E JO uaA3 ssAa oqi ajojsq Ajmonaidsuoa ooj J3 A]is no sjgojd aqj 
apncp Cl ion puapj ’troq Atu Saq 01 • • • • njSno j guiqi 

— :^p3t(d9J 3q ‘sSeutod uiojj jqojd n jo sjbsdsoid 
sqj jno Smpjoq Aq jnsodojd 3ip m sossmboE oj pDjdmsj sem 
sq ireq^y^ 'S33dnj Suiutod jti 3 muj 3 A 09 jo jDsfojd sqj jo uopEp 
'Unusp siq in DpEqdras AqEnbs sea\ sinqAiEQ ’g •[) ‘uojq 3i|X 

j/siqciiAau-i ssaj on aq guv jj inq AVOjs aq Actu aadni 
aqj JO luaasap aip ‘juaitiuiaAOQ aqi Aq aScutoa cj Ajuo Sumado 
JO jEtp SI 31 ji 'pidnj aq giAv aadnj aqj Jo juaasap aqs biprid - 
atp OJ sjuijAj aqi Stimado jo 3cip si asca aip jj ’jaAps jo anjcA 
aip Sntqacoiddc Sunpauros oj UAvop o2 giAV aadni aip jc anpA 
aqi jcip SI sucaui 31 icqAV asna jaipia «] -saA|3Sjno Aq aSrutoa oj 
tuaip uado tira aAv lo ‘AgcJouaS aqqnd aqj 03 siuijvj aqi uado jaqiia 
ui’a •uoptsod 3cqi 03 qai’q oS tica oav ijapjAV ui sAtuv oavj 
Ajuo aic ajaqx ’swijAi uado aip jo uopisod aqi oi apcq o3 louinia ’ ' 
^A\ 'pJEpUEis pjoS aqj ur.mc 01 isaq Avoq si sn aiqjaq uopsaiib 
Ajuo aqx ‘tunuoxisi ttjjnu ot§iwa jo asca u q 35 ‘jscd aqj jo • . ' 

uopsanfa E Avcu si piepums laAps aip uoiuido jno 

— : ip3qjEa33j puEpssA^ S3niE| qg ‘AotoSuijjs Axej 
-3Uoni sqj 3A3ipj OJ S33dnj moo pjnoqs jusuiujoaoq jEip paqssp, 
AEspuig 'Jjq; jo sjsaaojjoj 3qj jo sraos u3qAV ‘gggj in ‘uiESy ' 

^/uoncjdiua: snp oiui gcj oj j{asAui asnjai Ajuirjiiaa ’ ” 

jpqs I aadtu aqi jo atqcA paicpaiddc'aqi 3c anVsi 303 J; " 

uioa puE 'aaud avo} juasaid S3i 3 e laAjis Anq pjnoqs aAV 3Wp jtaunoQ 
SjAauagaaxg jnoA jo sjaquiaui |cpjauiuioa aip jo puo Aq piCAvioj ^ 
jnd psodoid aqi Supug uf asudms apjij c qj'ssajuca asniuq,, , . > 

,, \ ~;^p3t{d3.t ^Etpuj JO 
s3DUEuq 3qj JO sSjEqD ui uoqj seav oqAA *puEps3^\ s3UtBj[ qs' jng 

• pJDpUDJS pp^ y 


History of Indian Currency and Banking 


the Government’s folly of indulging in excepive rupee coinage. 
But this was certainly not the explanation which the Government 
gave in 1900 when it was first asked to assume that responsibility. 
The Government know perfectly well that to keep on selling bills 
indefinitely was to keep on coining rupees indefinitely. They 
refused to assume that responsibility because they did not want 
to coin rupees. That this was the original reason was made quite 
plain by the Hon. Mr. Dawkins,* who reminded those who asked 
Government to undertake such a responsibility that 

“the silver coin reserve of Government in consequence rapidly 
neared a point at which it was impossible to continue to meet 
unlimited transfers [i.e. council bills]. Therefore the Secretary 
of State decided to limit the demands by gradually raising the 
rate, thus meeting the most urgent demands, and weeding out 
the less urgent, while warning those whose demands were not so 
urgent to ship gold to India. No other course was practicable. 
The liability of the Secretary of State to keep the tap turned on 
indefinitely at Is. 4 5!32d. has been asserted. But I cannot sec that 
any positive liability exists, and I wonder if those who assert its 
existence would have preferred that the stability of our currency 
(whose situation they are well able to appreciate and follow) 
should have been affected by the reserve of rupees being danger- 
ously reduced?" [and which could not be augmented except by 
coining more rupees]. 


Just at the nick of time, when the ideal of a gold standard with 
a gold currency was about to be realized, there came on the scene 
Sir Edward Law as the Finance Minister of India and tore the 
whole structure of the new currency to pieces with a piratical 
nonchalance that was as stupid as it was wanton. His was the 
Minute of June 28, 1900, which changed the whole course of 
events.! In that Minute occurs the following important passage:— 


‘'13. As a result of these considerations it must, I think, i>e 
admitted that the amount of gold which can safely be held in the 
tuircney reserve must for the present be regulated by the same 
rules as would guide the consideration of the amount by which 
die proportion invested in Government securities could be safely 

inacased. Pending an increase in the note circulation or 

some other change in existing conditions, I am of opinion that a 
maximum sum of approximately £7,000,000 in gold may now be 


* bU Hudget speech, fwatieiul Statenent, 1900—1, p. 27. 
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to make irt sovereigns all paymen's o£ money orders in the Pre- 
sidency towns and Rangoon, and we requested the Presidency 
Banks to make in the Presidency towns and Rangoon payments 
on Government account as far as possible in sovereigns. These 
measu'es were taken, not so much in the expectation that they 
would in the early future relieve us of any large part of our sur- 
plus gold, but in the hope that they would accustom the people to 
gold, would hasten the time when it will pass into genera! 
circulation in considerable quantities, and by so doing would 
mitigate in future years the difficulties that we were experiencing 
from the magnitude of our stack of gold and the depletion of our 
stock of rupees. 

“3- In order to meet these difficulties and to secure, if possi- 
ble, that we should have enough rupees for payment to presenters 
of currency notes and tenderers of gold, wc began to coin addi- 
tional rupees 

« • « * * 

“14. Wc may mention that we have closely watched the 
result of the measures described in parag'aph 2. The issues of 
gold have been considerable; but much has come back to us 
through the Currency Department and the Presidency banks. The 
Comptroller-General estimated the amount remaining in circula- 
tion at the end of June at over a million and a quarter out of nearly 
two millions issued up to that time; but there arc many uncertain 
data in the calculation. Wc are not yet able to say that gold h.as 
passed into use as money to any appreciable extent. 

“15. It is very desirable that wc should feel assured of being 
able to meet the public demand for rupees, as indicated by the 
presentation of currency notes and gold. Wc therefore strongly 
press on your Lordship the expediency of sanctioning the above 
proposal for further coinage [of rupees] 

# • * * 

“17. But wc do not wish our proposal to be considered ss 
dependent oft such arguments as those just suted. We make it 
primarily on die practical ground tliat wc consider it necessary lO 
order to enable us to fulfil an obligation which, though wc arc not, 
and do not propose to be, legally committed thereto, we think it 
^imble to undertake so long as wc can do it without excessive 
inconvenience; namely, to pay rupees to all tenderers of gold and 
to give rupees in encashment of currency notes to all who prefer 
rupees to sovereigns.” 

Ttic arguments advanced in tiiis statement of the case for 
coimng ttipces are a motley lot- Ac the outset it h something 
wtheard of litat a Government which was proceeding to establish 
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sidcrcd advisable to hold in connection, with the maintenance of a 
steady exchange. So far no authoriqt has ventured to name a 
definite sum which should suffice for this purpose, but there Is a 
general consensus of opinion, in which I fully concur, that a very 
considerable sum is required. The most ready way of obtaining 
such a large sum is by gold borrowings, but the opinion of the 
Currency Commission was strongly hostile to such a course, and 
the question therefore remains unanswered: How is the neces- 
sary stock of gold to be obtained? 

“17. I do not presume to offer any cut-and-dried solution of 
tiais difficult problem, but I venture to offer certain suggestions 
which, if adopted, would, I believe, go a considerable way towards 
meeting the difficulty. I propose to create a special ‘Gold 
Exchange Fund,’ independent of, but in case of extraordinary 
requirements for exchange purposes to be used in conjunction with, 
the gold resources of the currency reserve. The foundation of tliis 
fund would be die profit to be realized by converting into rupees 
the excess above £7,000,000 now held in gold in the currency 
rcser\'e.’' 

Can there be any doubt now as to the true cause for coming 
rupees? Writers who have broadcasted that rupees were coined 
because people did not want gold cannot be said to have read 
correctly the history of the genesis of the exchange standard in 
India. 

But was Sir Edward Law the evil genius who turned a sound 
system of currency into an unsound one by his disastrous policy 
of coining rupees? Opponents of the Government as well as its 
supporters arc all agreed* that this v/as a departure from the ideal 
of the Fowler Committee. In what precise respect the Govern- 
ment has departed from the recommendations of the Fowler 
Committee lias, however, never been made clear anywhere in the 
official or non-official literature on the subject of Indian currency. 
What were the recommendations of the Fowler Committee? It is 
usually pointed out, to the shame of the Government of India, 
that the Fowler Committee had said (it is as well to repeat it) : — 

“Wc .arc in favour of making the British sovereign a legal 
tender and a current coin in India. Wc also consider that, at the 
same time, the Indian hfints should be thrown open to the un- 
-^‘tficted coinage of gold Looki ng forward as wc do the 

ilu. 'f' slid thst the Govercmeoc had dcfmtei! from 

me .OcJl o£ the foir’cx Cuatnutte*. 
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been defeated by the coinage of rupees, the question must be 
referred to the Fowler Committee. Why did the Committee permit 
the coinage of rupees? There is no direct answer, but it may be 
guessed. It seems the Committee first decided that there should 
be a gold standard and a gold currency a^ desired by the Govern- 
ment of India. But then they seemed to have been worried by the 
question whether in the ideal they had sketched they had made 
enough provision for the maintenance of the gold value of the 
rupee. In the view of the opponents of the Government of India 
the rupee ought to have been made either convertible as a bank 
note or a limited legal tender as a shilling. The Committee rejected 
both these demands as being unnecessary. Stating their ground 
for refusing to reduce the rupee to the status of a shilling, the 
Committee argued*:— 

' “It is true that in the United Kingdom the silver currency has 
a fixed limit of 40s., beyond which it cannot be used to pay a 
debt. . . . While it cannot be denied that 40s. limitation tends to 
emphasize and maintain the subsidiary character of our silver 
coinage, yet the essential factor in maintaining those tokens at 
dicir representative nominal value is not the statutory limit on the 
amount for which they are a legal tender in any one payment^ hut 
the limitation of their total issue. Provided the latter restriction is 
adequate, there is no essential reason why there need be any limit 
on the amount for which tokens are a tender by law.” 

Regarding the necessity for convertibility the Confmittce 
observed t : — 

“Outside the United Kingdom there are two principal 
instances of countries with a gold standard and currency, which 
admit silver coins to unlimited tender. These countries are 
France and the United States of America. In France the five-franc 
piece is an unh'mited tender and for all internal purposes is equi- 
valent to gold. The same remark applies in the United States to 
the silver dollar. . , . Both in France and the United States the 
Mints are now closed to the coinage of silver coins convertible by 
law into gold; in both countries alike they are equivalent to gold 
for all internal purposes. For international payments, so far as 
• specie is concerned, France and the United States depend ultimate- 
ly on the intcmatjonal medium of exchange, which is gold. In 
the last resort, it is their gold which, aefing through the foreign 
cxch^ges, maintains the whole mass of their currency' at its 
nominal value for internal purposes. 

* Report, par. 56. 
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could it be built up otherwise ? The Comruittee seems to have 
been considerably troubled over the problem of finding an alter- 
native mode of raising a reserve until some member of it, probably 
at a moment when his intellect was rather weak, proposed ‘Well, 
why not allow the Government to coin rupees? If that were 
allowed it could easily build up a gold reserve without having to 
borrow, and can then discharge-the obligation of convertibility for 
foreign remittances.’ So innocuous seemed the proposal that the 
Committee wholeheartedly adopted and incorporated it intqdt? ' 
Report with a certain sigh of relief that is unmistakable from the- 
firm language in which it was expressed. 

This may or may not be a correct interpretation of the reason- 
ing employed by the Committee in permitting the Government 
to coin rupees. But the fact remains that the Committee did not 
realize what was involved in that recommendation. First of all, 
what was to happen to the gold standard and currency if the 
coinage of rupees was to go on? In this regard is it possible to 
have more respect for a Committee which lays down on the one 
hand the ideal of a gold standard and currency, and permits on 
the other hand tite coinage of rupees, than Bagehot felt for the 
Directors of the Bank of England, who on March 25, 1819, passed 
that notorious resolution : — 

“Tbat the Court cannot refrain from advertising to an opinion, 

, strongly insisted upon by some, that the Bank has only to reduce 

its issues to obtain a favourable turn in the Exchanges, and a 
consequent influx of the precious metals; the Court conceives it to 
1 1» its duty to declare that it is unable to discover any solid founda- 
lion for such a sentiment”? 

If the opinions of the Directors were classical for their, 
nonsense, are those of the Fowler Corhmittee less so? Is there any 
difference . between them? Bagehot, in- commenting upon' the 
sentiments embodied in the resolution, not dissimilar to the 
recommendations of' the Fowler Committee, urged some 
^tenuating circumstances which compel us to forgive the Bank 
Durectors their nonsense. The Directors lived in an age when 
cconc^ic reasoning was in a confiiscd state; nor were they anxious 
' M ' gold,”- being perfectly satisfied with paper, 

^one of thcs^^umstanccs can.excuse the nonsense of the Fowler 
‘-^mnnttcc. 'They ffained their recommendations at a time when 
• 266 ' ' ■ ' 
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m iral to compel it to makc the necessary additions by undert^ing 
to coin rupees. It was to adjudicate in the dispute between the 
Government of India on the one hand and Mr. Lindsay on the 
other, the former desiring additions by gold coinage and the latter 
by rupee coinage, that the Fowler Committee was called into 
being. If the Government was anxious to add to the currency by 
coining more rupees rather than by the influx of gold, there was 
no necessity to appoint the Fowler Committee. Such a power had 
already been given to it by the Herschell Committee. It y/as 
because the Government did not want to exercise that ill-charged 
power that an appeal to a new Committee became necessary. Faced 
with this immediate problem of how best to expand the currency 
in relief of monetary stringency, the Committee had solved it in 
one part of its Report by prescribing that gold should be made 
legal’ tender, so that any debtor who was unable to find- rupees 
could have the option of paying his creditors in gold. If gold was 
allowed to be the general medium of e,xchange, was not the 
proposal to coin rupees a superfluous one, quite uncalled for? 


Thirdly, could the proposal to coin rupees as a means of 
building up a gold reserve be justified as calculated to maintain 
the value of the rupee? The one thing essential to the main- 
tenance of the value of the rupee was a limitation on its issue. 
The Committee talked in a very learned maimer about the shilling 
, as being maintained in value in consequence of a limitation in its 
issuel But did it understand how the shilling was maintained 
luruted in quantity ? If it is true that it is not the limit on legal 
tender, but the limit on the total volume, that maintains the value 
of the shilling, why is not the shilling issued in unlimited quanti- 
ties? The manufacture of the shilling is profitable in the same 
way as is the manufacture of the rupee. Why does not the Bdtisb 
Government coin it in unlimited quantities? Only because shil- 
lings cannot be paid out in .unlimited quantities ? If the Govem- 
ment could pay its ChtmceUors of Exchequer, Cabinet Ministers, 
3n(L the hosts of officials and clerks, and if they in turn could pay 
^ nnlkmm, brewers, and butchers in shilUnws, there 

could be noting to prevent the' over-issue of shillings. But it is 
can, pay out shillings in unliniitcd quantides that 
nobody will have them iri unlimited quantities. It is the absence 
a wholesale market,*so to say, due. to a limit on Icnal tender, 
- 258 
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provided against it. In their despatch of March 3, 1898, 
outlining their plans, tlie Government observed : — 

“9 We know now that one of the main reasons of 

this failure [to maintain the exchange value of the rupee] is, that 
our rupee circulation had before die closing of the Mints been 
increased to such an extent that it fully, and more than fully, 
supplied all the demands of trade, and allowed no room for any 

further addition in the form of gold The necessary condition 

of a fixed rate of exchange between two countries is that, when the 
currency of one of them becomes redundant as compared with that 
of the other, the redundancy may be relieved by the withdrawal, 
for a time, of the excess coin, and we wish, therefore, to reach 
the condition in which our circulating medium .... is not 
composed wholly of silver coin which has no equal value outside 
the country, but contains also a margin of gold which is capable 
of being used elsewhere as coin, and will therefore in natural 
course flow to where it is most wanted. Our total rupee currency 
is estimated to be at present somewhere about 120 ctores, to which 
v/e have to add 10 crorcs of fiduciary circulation of currency notes. 

“10. It is impossible with any exactness to say, and it can 
only be ascertained by actual experience, by how much this rupee 
circulation has to be decreased in order to remove its redundancy. 
.... But some considerations point to the amount being within 
quite manageable limits. For example, there arc twenty-four 
crorcs, more or less, of currency notes in circulation, including the 
amounts held in our Treasuries. If we could imagine that amount 
of circulation at present existing in the form of currency notes 
suddenly converted into £16,000,000 in gold, it seems impossible 
' Aat Indian trade should be able to get on without having part at 
least of that amount held in actual circulation, in other words, it 
would not be possible for that amount of gold coin to be remitted 
out of the country without the value of the rupee being forced up 
to a point which would arrest the stream of export. If this is the 
case, twenty-four crores of rupees is the outside limit of the amount 
it might be necessary to convert into gold com in order to introduce 
a stable exchange of 16d., accompanied by an actual (active or 
inactive) circulation of gold at that comparative value; and it is 
more than probable that the amount required may really fall f^ 
short of this. 

"II. The mere reduction of circulation might be carried out 
in the same way in which it was effected In 1893, namely, by 
abstaining from withdrawing council bilk, until we have an 
accumulation of, say, twenty crores in excess of our ordinary 
balances. But this procedure' would be both costly and, as wc 
brieve, ineffective; in the first place the permanent locking up 
of twenty crorcs would cost us the interest on that amount, or on 
the amount of gold borrowed in England during the suspension 
or drawings, and in the second place the existence of tin's accumu- 
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to give rupees for gold, but there can be no doubt that in the 
absence of a counter-proviso, reqtiiring Government to give gold 
for rupeesj the proviso is simply a cover for an authority to the 
Indian Government to issue inconvertible rupee currency of un- 
limited legal tender in the same way as the bank restriction was 
for an authority to the Bank of England to issue inconvertible 
nolcs in unlimited quantities. The first step in the right direc- 
tion would be to scrap that Report and make a speedy return to 
the safe and sound proposals of the Government of India as out- 
lined in the despatch referred to above. The primary condition 
is to stop the coinage of rupees and not merely close the Mints to 
the public. -Whether it would be necessary to melt a portion of the 
rupees depends upon what gold value it is desired the rupee should 
have. Once the total contraction of the rupee is settled upon and 
all further coinage is stopped, India will be in a position to have 
an effective gold standard based on a free inflow and outflow of 
gold. There will be no necessity to reduce the rupee in legal tender 
and provide for its convertibility. Its value would be maintained 
intact by sheer force of its quantity being limited, provided the 
quantity in circulation has been reduced so far as to be always 
below the minimum demand. 

Supporters of the existing system of rupee currency have ever 
since its inauguration held out that the currency is economical 
and secure. Its claim for security, both in terms of gold and com- 
modities, has been tested, and the grounds of it have been analysed 
in the course of this and previous chapters, wherein is demon- 
strated how very much wanting it is in the essentials that go to 
3 secure currency. We must now endeavour to assess 
whether it is economical, for if it were really so, then that might 
be a pomt of some value against its opponents. We must therefore 
scrutimzc the economy effected by the rupee currency. 

Kcmmcrer says,* / 

^ ^eavertible money finds its raison d'etre largely in the 
fact that it economizes, the precious metals, and mahe: possible a 
saying to the community. If paper money or token money are 
substituted for primary money, their substitution reduces the 
. demand for the precious metals by the difference between the 
amount of metal used in the token money introduced plus that 

• Moacy and Credit InstnuneJia in RcUuoa to Prices, p. fi3. 
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currency reserve, and 'has very recendy instituted a depreciation 
fund for the preservation of its capital value.* Now, the considera- 
tions that apply to the paper currency should apply also to the , 
rupee currency. Has the rupee currency maintained its capital 
value? The gold part of it, called the gold-standard reserve, is 
invested in interest-bearing securides. Interest is no doubt an 
additional source of gain, but have the securities maintained dieir 
capital value ? Far from it. Turn to the rupee half of the currenq'- 
Has the bullion in the rupee maintained its capital value? There 
have been endless charts and diagrams drawn by playful 
economists in which the black line, showing the nominal value of 
the rupee, has remained up while the red line, showing the bullion 
value of the rupee, has gone down with the falling gold value of 
silver. But what does that mean? Simply that the rupee is a 
wasting asset and is not worth at a later date what it cost to society 
when it was manufactured. Siirely there was more economy in the 
project of the mad Chinaman who burnt his house to roast his pig 
than there is in the Indian rupee currency. The Chinaman’s house 
must have been very old and uninhabitable. The same cannot, 
however, be said of this converting of gold money into silver 
money, because we know that silver is an inferior 
kind of investment to gold. Thus viewed, the currency is 
not in the least economical. It appears to be so because people look 
only to the rupee. But, adding the cost of the rupee currency to 
that of the gold-standard reserve, can it be said that India would 
have required more gold if she had a gold currency in place of a 
nipee currency? Bearing in mind that with a fixed limit on the 
issue of rupees there can be no reason for a gold reserve, the only 
^ stoppage of rupee coinage would be that gold, instead 
of being, as now, part reserved as a sinking fund and part trans- 
muted into a rupee currency, would enter into circulation without 
being subjected to this bancM and wasteful process. 


No more gold v/ould be required in the one case than in the 
om«. Wc can therefore conclude without fear of chaUengc that 
^ a complete stoppage of rupee coinage Indian currency would 
c truly economical, prices would be more stable, and exchange 
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parties were agreed that a paper currency ought to be identical 
with the metallic currency which it displaced. But the system of 
issuing against two-thirds of securities and one-third of specie,^ as 
was proposed by Mr. Wilson, would not always ensure this identity, 
and there was considerable risk that in times of buoyancy and 
speculation the circulation would be imduly extended. He thought 
that that was a point of considerable importance, because if we 
looked at what had taken place in India during the last three 
years, we should find a great increase in the wages of labour and 
the prices of commodities, which should warn us as to what the 
consequences might be if we were to accelerate the process already 
going on so rapidly by any artificial inflation of the currency. If you 
uimaturally stimulated the rise of prices by an over-issue of paper 
circulation you ran considerable risk of changing the healthy 
action of commerce into a feverish excitement which was sure to 
bring about a reaction. If we continued to go on as we had done 
for dvc last two or three years, the result would be that many 
articles of Indian produce might be driven out of the market by the 
competition of other countries, and he therefore thought that the 
Government ought to be exceedingly cautious how it took any 
step that might unduly accelerate the tendency to a general advance, 
as might be the case under the system of paper currency which 
to any considerable extent represented securities and not bullion. 
Such an advance might even reach a point seriously embarrassing 
to the Government if the general rise in the rate of wages and cost 
of living made the present scale of salaries and the pay of troops no 
longer adequate.* For these reasons he thought it by far the wisest 
course to adhere to the principle of paper currency adopted in 
England as laid down in Sir Charles Wood's despatch." 


Not only was the Government anxious to put a limit on the 
issue over and above making it convertible, but it did not want 
to be vested with the legal authority to issue notes. In a despatch 
dated April 27 , 1859, t to the Secretary of State, the Government 
of the day observed : — 


"Wc believe that the comcrtibility of the notes on demand 
would not be a sufficient guarantee against over-issue. When once 
the paper currency is established in public confidence, the tempta- 
tion to take dangerous advantage of this confidence will be very 
great in a time of difficulty, if die power of doing so is left in the 
h^ds of the Government of India alone. Restriction by law, 
cifficr to a certain amount of issue absolutely, or to any amount 
relative to the balances in India, will, in our opinion, be necessary. 


j suspension period in EngUnd it U to 1 

and -.vere pau! in gold, for fear of causing discontent. 

Tcof a copy of ji; Commoat Paper 183, of 1860^ p, I, 
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at the idea of inflation. I may remind him that one of the 
accepted(!) doctrines of economists is that artificial inflation of 
paper currency only exists when the note circulation is not folly 
covered. Now we have covered every rupee of our note circu- 
lation . ... in securities. ...” [How could there be an 
inflation ?] 

The change in the Government’s view with regard to the 
rupee cxirrency is equally noteworthy. In 1908, when the exchange 
value of the rupee fell below par, the Government was reminded 
that it was the result of the excessive coinage of rupees. But 
although in 1876 the Government did not think it was possible 
for it to so increase and decrease the currency to suit the needs of 
commerce, yet in 1908 the Government advanced the opposite 
view. The Finance Minister, the Hon. Mr. Baker, in his reply, 
went on to argue*: — . 

“In the first place the whole of the new coinage that we have 
undertaken during this period has been imdertaken solely to 
meet the demands of trade. Not one single rupee has been added 
to the circulation except to enable us to meet these demands. . . . 

Now, if it is dangerous to entrust a Government with the 
power to manage currency, how very dangerous is it to entrust it 
to the Government of India, which professes to carry out its trust 
on the basis of doctrines such as these! No one is so Hi-instructed 
in these days as to suppose that these are sound maxims. If security 
enough, what need is there for convertibility.? If currency is 
hsued only in response to trade demand, what fear is there of over- 
Hsue .? A Government acting on such a principle may well go on 
indefinitely increasing the currency without remorse. History 
abounds with instances of ruin caused by the management of 
currencies on such naive principles as these.! Happily for the 
cowtry, the paper currency profoundly altered in its basis— ou® 
might almost say, tampered with — ^in 1920 by the Government is 
yet far away from currencies regulated on the theory enunciated 
by the Finance Minister. It is the rupee currency which has been, 
ever since the Mint closure, the chief source of danger to the 
■welfare of the Indian people, particularly because of the principle 
governing its issue. Because th at principle has the support, in 

•cf Fmanciat Statement for 1908—9, p. 229. 

^ Currency Inflation and Public Debit New "Voik, 1922,, 
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they have rebuked the Government on several occasions for 
not making the profits on rupee coinage available for the 
advancement of the moral and material progress of the country* 
and in 1907 the profits on rupees were actually emlpoyed in the 
extension of railways. It must fill every one with horror and 
despair to contemplate the consequences sure to emanate from the 
manipulation of currency for such ends. Is it not time this source 
of danger and temptation be removed by depriving the Govern- 
ment of this power to manage the rupee currency? But what is 
the means of bringing this about? If it is desirable to do away 
with the management then convertibility is an -insuflScient 
measure: for with convertibility the rupee will still remain a 
managed rupee. Only the complete stoppage of rupee coinage will 
remove the governmental interference in the management of 
Indian currency; and it is this that we must therefore ask for. 

Queer as it may seem, SAFETY LIES IN AN INCONVERTIBLE 
Rupee with a fixed limit of Issue. 


« repeated by P,oL V O. Kale « hb 
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